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Acceptances,  11-1. 

Accommodation  Paper,  32-12. 

Account  Sales,  13-5. 

Accounts  : 
Classifications   of,   4-Z 
Current,  15-7. 
Impersonal,  4-2. 
Mixed,  4-5. 
Nominal,  4-2 
Order  of,  in  Ledger,  6-5. 
Payable  Ledger,  9-2. 
Personal,  4-2. 
Real,  4-2. 

Receivable  Ledger,  9-2. 
Receivable  Suspense,  37-4. 

Accrued  Bond  Interest,  35-4. 

Accrued  Income 
Not  Due,  28-14. 
Treatment  in  Accounts,  28-17. 

Accrued  Liabilities   Not  Due,  28-15. 

Active  Liabilities,  5-3. 

Adjustment  Account  on  Subsidiary  Led- 
ger, 12-7. 

Adjustment    of    Partners'    Capital   in 
Liquidation,  19-7. 

Adventure  Accounts.    (See  Ventures.) 

Advertising,  28-10. 
Unearned,  28-12. 

Agencies.     (See  Branches.) 

Analysis    op    Accounts    Essential    to 
Classification,  5-1. 

Appraisals,  35-8. 

Appropriated  Surplus,  29-8,  34-8. 

Approval  Sales,  13-8. 

Articles  of  Partnership,  8-2. 

Assets  : 
Definition  of,  2-2. 
Fixed  and  Floating,  5-3. 
and  Liabilities  Method,  2-1,  2-6. 

Assets  : — Continued. 
Tangible,  2-2. 
Wasting,  36-7. 
Writing  down,  27-8.  • 

Audited  Voucher  Record,  23-3. 

Averaging  Accounts: 
Compound  Equation,  15-3. 
Object  of,  15-1. 
Short  Method,  15-4. 
Simple  Equation,  15-2. 

Balance  Account,  3-5,  21-8. 


GENERAL  ACCOUNTING 
INDEX 

(References  are  to  Chapters  and  Sections) 

Balance  Ledger,  6-6. 

Balance  Sheet: 
Arrangement  of  Items,  7-6. 
Confirming  Profit  or  Loss,  7-8. 
Definition  of,  7-5. 
Forms  of,  7-5. 

Result  of  Closing  Entries,  16-9. 
Should  be  Dated,  7-5. 

Bank  Account  on  Cash  Book,  9-8. 

Bank  Account,  Reconciling,  15-9. 

Bank  Discount,  10-5,  36-5. 

Bill  of  Exchange,  11-1. 

Bills  Receivable.   ( See  Notes  Receivable. ) 

Bond  Interest,  33-8,  35-4. 

Bonds: 
Advantage  of  Issuing,  33-3. 
Advantages  to  Investor,  33-4. 
In  Balance  Sheet,  33-9. 
Classes  of,  33-2. 
Coupon,  33-1. 
Definition,  33-1. 
Discount  on,  28-7,  33-6,  35-3. 
Issued  for  Property,  33-5. 
Out  as  Collateral,  33-9. 
Registered,  33-1. 
Serial,  34-4. 
Sold  at  Premium,  33-7. 
In  Treasury,  33-7. 
Treatment  in  the  Accounts,  33-7. 

Bookkeeper  Defined,  1-9. 
Bookkeeping: 

Definition,  1-1. 

Development,  1-3. 

Origin  of,  1-2. 

Books  of  Original  Entry,  1-11. 
Subdivision  of,  9-3. 

Boston  Ledger,  6-6. 

Branches  : 
Accounts  of,  25-4. 
Accounts  Illustrated,  25-7. 
And  Agencies,  difference  between,  25--. 
Consignments  to,  25-6. 
Home  Office  Accounts  with,  25-6. 
Profit  and  Loss,  25-5. 
Reasons  for  Establishing,  25-1. 

Building  Expense,  36-1. 

Buildings  : 
Carrying  Value,  22-3. 
And  Land,  Separate  Accounts,  22-2. 
Repairs  and  Renewals  22-3. 

Capital    Account,    Single    Proprietor- 
ship, 3-5. 
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Capital  : 
Definition  of,  21-1. 
Expenditures,  5-4. 
Interest  on  Partners,  14-7. 
Of  Corporation,  21-3. 
Of  Partnership,  39-1. 
Single  Proprietor  or  Partnership,  21-2. 

Capital  Stock  Books  and  Accounts,  21-9. 

Capital  Stock: 
Definition,  21-4. 
Issued  for  Property,  21-7. 
Payment  of  Subscription,  21-7. 
Subscription,  21-6. 
Unsubscribed,  21-6. 

Card  Ledger  6-6. 

Cash  Account  on  Ledger,  6-7. 

Cash: 
All  payments  should  be  by  check,  10-7. 
All  Receipts  should  be  deposited,  10-7. 

Cash  Book,  1-7. 
Bank  Account  on,  9-8. 
Closing,  6-7. 
Columnar,  9-6. 
Columnar,  Closing,  9-8. 
Entries,  Form  of,  4-7. 
Simplest  Form,  1-5. 

Cash  Discount: 
Earning   of    Administrative    Department, 

23-10. 
And  Interest,  not  to  be  Confused,  10-5. 
In  Closing  Cash  Book,  10-6. 
Purpose  of,  10-4. 
Reduction  of  Price,  23-9. 
Treatment  in  the  Accounts,  10-5. 
Two  Views  of,  10-4. 

Cash  Receipts,  Safeguarding,  9-9. 

Cash  Sales,  Methods  of  Recording,  9-7. 

Cash  and  Trade  Discount,  Difference 
Between,  10-4. 

Checks  Exchanged  for  Currency,  Treat- 
ment of,  10-8. 

Circulating  Assets,  5-3. 

Circulating  Liabilities,  5-3. 

Classificaton  of  Accounts  : 
Analysis  Essential  to,  5-1. 
Logical,  4-3. 
Necessity  for,  4-1. 
Necessity  for  Detailed,  5-2 
Usual,  4-2. 
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Closing  Books: 
Elements  not  on  Books,  28-2. 
Elements  to  be  Considered,  28-1. 
Method  of,  7-2. 
In  Partnership,  16-6. 
Reasons  for,  7-1. 

Closing  Cash  Book,  6-7. 

Closing  Partnership  Books,  Elements 
Affecting,  16-1. 

Closing  Columnar  Cash  Book  and  Jour- 
nal, 9-8. 

Closing  Corporation  Books  in  Liquida- 
tion, 39-5. 

Collateral  Trust  Bonds,  33-2 

Columnar  Books, 
Advantage  of,  9-6. 
Required  by  Controlling  Accounts,  12-3. 

Columnar  Cash  Book  and  Journal,  9-6. 

Combined  Trial  Balance,   Profit  and 
Loss  and  Balance  Sheet,  7-9. 

D)   ^ 

■         Common  Stock,  32-2. 

Consigned    Goods    in    Inventory,    13-7, 
35-11. 

Consignee's  Accounts,  13-4. 

Consignment: 
Ledger,  13-4. 
Sales,  13-6. 
Shipments,  Reasons  for,  13-2 

Consignments  : 
At  Fixed  Price,  13-3. 
On  Commission,  13-3. 
Nature  of,  13-1. 
To  Branches,  25-6. 

Consignor's  Accounts,  13-6. 

Contributed  Surplus,  29-8. 

Controlling  Account. 
Advantages  of,  12-6. 
Definition,  12-2 
Examples  of,  12-8. 
Extraneous  Items,  125. 
Method  of  Keeping,  12-4. 
Necessitates  Columnar  Books,  12-3. 
Necessity  for,  12-1. 
Object  of,  122. 
P 'J        On  Subsidiary  Ledger,  12-7. 

Copyrights,  26-6. 


INDEX 
(References  are  to  Chapters  and  Sections) 

Corporation  : 
Advantages  of,  20-2 
And    Partnership,    Differences    between, 

39-1. 
Classes  of,  20-4. 
Definition  of,  20-1. 
Disadvantages  of,  20-3. 
Government  of,  21-5. 
Liquidating  a,  39-2. 
Management  of,  39-1. 
Non-stock,  20-4. 
Private,  20-4. 

Profits,  Disposition  of,  30-2. 
Public,  20-4. 
Stock,  20-4. 
Transfer  of  Partnership  to,  20-5. 

Corporation  Books: 
Closing  in  Liquidation,  39-5. 
Opening,  21-6. 

Correcting  Errors  in  Previous  Closing, 
35-7. 

Correcting  Postings,  6-3. 
Coupon  Bonds,  33-1. 
Creditors,  Classes  of,  18-4. 
Creditors'  Ledger,  9-2. 
Current  Assets,  5-3. 
Current  Liabilities,  5-3. 
Customers'  Ledger,  9-2. 
Day  Book,  1-6. 
Debenture  Bonds,  33-2 

Debits   and    Credits,    Equality   of    in 
Double  Entry,  3-2 

Debts  Due  to  Officers,  39-3. 

Debts  Due  to  Stockholders,  39-3. 
Deferred  Assets,  28-3. 

Deferred  Charges,  28-3  to  10. 
Treatment  in  Accounts,  28-16. 

Deferred  Credits,  28-11  to  13. 

Treatment  in  Accounts,  28-18. 
Deficiency  Account,  18-6. 
Deficit  Account,  39-5. 
Depreciation  : 

And  Fluctuation,  27-3. 

As  an  Operating  Expense,  27-4. 

Causes  of,  27-5. 

Definition,  27-1. 

Factors  Determining  Amount,  27-6. 

On  Fire  Loss,  30-14. 

Methods  of  Charging,  27-7. 

Necessity  for  Considering,  27-2 

Reserve  for,  27-8. 

Treatment  on  Books,  27-8. 
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Direct  Labor,  24-3. 

Directors  : 
Liability  for  Illegal  Dividends,  30-6. 
Power  to  Declare  Dividends,  30-5. 

Discount  : 
Bank,  36-5. 

Cash.     (See  Cash  Discount.) 
On  Bonds,  28-7,  33-6,  35-3. 
On  Stock  Issued,  31-6. 
Trade.     (See  Trade  Discount). 
True,  36-5. 

Discounted  Notes  Receivable,  11-5. 

Dishonored  Notes,  11-6. 

Disposition  of  Profits: 
Interest  on  Partners'  Capital,  14-7. 
In  Partnership,  16-3. 

Dividends  : 
Borrowing  to  Pay,  30-7. 
Closing  Transfers  Books,  30-10. 
Cumulative  Preferred  in  Arrears,  32-4. 
Definition,  30-1. 

Illegal,  Liability  of  Directors,  30-6. 
Liability  to  Stockholders,  30-4. 
Liability  when  Declared,  39-4. 
Liquidating,  30-12 

Not  Payable  on  Treasury  Stock,  30-9. 
On  Preferred  Stock,  35-6. 
Power  of  Directors  to  Declare,  30-5. 
Pro-rata  to  Holdings,  30-9. 
Scrip,  30-8. 
Stock,  30-8. 

To  Whom  Payable,  30-10. 
Treatment  on  Books,  30-11. 

Division  of  Profits  in  Partnership,  8- 

Donated  Land,  22-6. 

Donated  Stock,  31-4. 

Double  Entry: 
Books  Necessary,  3-6. 
Equality  of  Debits  and  Credits,  3-2. 
Every  Entry  a  Journal  Entry,  3-4. 
Principles  of,  3-1. 

Double  Entry  Books: 
Evolution  of,  3-4. 
Opening,  3-5. 

Doubtful  Accounts,  Reserve  for,  28-1! 

Earned  Surplus,  29-8. 

Economic  Elements  of  Profits,  16-2 

Endorsf.ment  "Without  Recourse,"  11-! 

Evolution  of  Double  Entry  Books,  3-' 

Exchange: 
Nature  of,  37-5. 
Par  of,  37-7. 
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Ex-Dividend  Stock  Sold  as,  30-10. 
Expenditure  and  Expense,  Distinction 
Between,  S-S. 

Expenditures  : 

Capital  and  Revenue,  5-4. 

Importance  of  Correct  Classification,  5-7. 
Expense  and  Expenditures,  Distinction 

Between,  5-5. 
Extraneous  Profits  or  Losses,  36-3. 
Factory  Cost,  24-4. 
Factory  Burden,  24-5. 
Factory  Expense,  24-5. 

Indirect,  24-5. 

Fire  Loss: 
Basis  of  Settlement,  30-13. 
Estimating  Inventory,  30-14. 
Reduction  of  Insurance,  30-15. 
Treatment  on  Books,  30-14. 

Fixed  Assets,  5-3. 
Additions  to,  5-6. 
Fixed  Liabilities,  5-3. 
Floating  Assets,  5-3. 
Floating  Liabilities,  5-3. 
Fluctuation  and  Depreciation,  27-3. 
Foreign  Exchange,  37-6. 
Foreign  Exchange  Account,  How  Kept, 

37-6. 
Formulas,  26-6. 
Free  Surplus,  34-8. 

Funds  : 
Definition,  34-1. 
Offsetting  Reserves,  34-7. 
Purposes  of,  34-2. 
Redemption,  34-4. 
Sinking,  34-3. 

Treatment  in  the  Accounts,  34-6. 
Trustees  of,  34-5. 

General  Ledger,  9-2. 

Goodwill: 

As  a  Profit,  40-10. 

As  Permanent  Asset,  40-10. 

Definition,  40-5. 

Elements  of,  40-5. 

False,  40-9. 

In  the  Accounts,  40-10. 

Valuation  of,  40-6. 

Gross  Profit,  29-5. 

Guaranteed  Stock,  32-9. 
Holding  Company : 

And  Merger,  Difference  Between,  40-1. 

Definition,  40-1. 
Home  Office  Accounts  with  Branches, 
25-6. 
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Impersonal  Accounts,  4-2. 
Imprest  System,  Petty  Cash,  10-7. 
Income,  Accrued  Not  Due,  28-14. 
Income  Account.    (See  Revenue  Account) 
Income  Bonds,  33-2. 
Income  and  Expense,  38-2. 
Incorporated   Company.      (See   Corpora- 
tions.) 
Indirect  Labor,  24-3. 
Insolvency,  Definition  of,  18-2. 
Insurance,  Loss  of  Premiums  by  Fire, 

30-15. 
Insurance  Reserve,  34-7. 
Insurance  Unexpired,  28-4. 
Interest: 

Nature  of,  36-4. 

On  Bonds,  33-8,  35-4. 

On  Notes,  11-4. 

On  Partial  Payments,  Commercial  Method, 
15-5. 

On  Partial  Payments,  Legal  Method,  15-6. 

On  Partners'  Capital,  8-5,  14-7. 

On   Partners'  Capital,  as  Disposition   of 
Profits  8-5. 

On  Partners'  Drawings,  8-6. 

On  Partners'  Loans,  14-6. 

On  Sinking  Fund,  34-3,  35-2. 

Paid  in  Advance,  28-5. 

Unearned,  28-13. 
Interest  and  Cash  Discount  Not  to  be 

Confused,  10-5. 
Inventory: 

Ascertainiuj;  Loss  by  Fire,  30-14. 

Basis  of  Valuation,  35-10. 

Consigned  Goods,  13-7,  35-11. 

Definition,  35-8. 

In  General,  16-4. 

In  Merchandise  Account,  7-3. 

Method  of  Taking,  35-9. 

Necessity  for  Taking,  7-3. 

Perpetual,  35-13. 

Proper  Use  of  Term,  7-3. 

Treatment  in  the  Accounts,  16-5. 
Investments,  Outside,  36-2. 
Invoice  Book,  9-5. 
Joint  Venture  Accounts,  13-11. 
Joint  Venture,  Definition,  13-10. 
Journal  : 

Closing  of,  12-3. 

Columnar,  9-6. 

Columnar,  Gosing,  9-8. 
Journal  Entry,  3-2. 
Journalizing,  Rules  for,  3-3. 
Journal  Vouchers,  38-4. 
Kiting,  32-12. 
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Labor: 

Direct,  24-3. 

Indirect,  24-3. 

Non-Productive,  24-3. 

Productive,  24-3. 
Land: 

Carrying  Value,  22-3. 

Donated,  22-6. 

Fluctuation  in  Price  of,  22-Z 
Land  and  Buildings,  Separate  Accouni 
22-2. 

Leased  Property,  Repairs  and  Improv 

ments  on,  28-8. 
Leaseholds,  22-5. 

Ledger: 

Forms  of,  6-6. 

Function  of,  6-1. 

Order  of  Accounts,  6-5. 

Posting  to,  6-2. 

Remarks  Column,  Use  of,  6-4. 

Ruling  Off  Accounts  in,  6-6. 

Single  Entry,  1-8. 

Subdivisions  of,  9-2. 
Liabilities: 

Accrued  not  Due,  28-15. 

Definition  of,  2-2. 

Fixed  and  Floating,  5-3. 
Liquidating  a  Corporation,  39-2. 
Liquidating  Dividends,  30-12. 

Corporation,  39-4. 

Partnership,  39-2. 
Liquidating  a  Partnership.     (See  Pai 

nership  Liquidation.) 
Loans  From  Partners: 

Accounts  with,  14-3. 

As  Additional  Capital,  14-2. 
Loans  From  Partners: — Continued. 

Interest  on,  14-6. 

Reason  for,  14-1. 

Rights  of  Partner  Loaning,  14-5. 

Status  in  Liquidation,  14-4. 
Locating  Errors  in  Trial  Balance,  6 
Loose-Leaf  Ledger,  6-6. 

Loss  and  Gain  Account. 
(See  Revenue  Account.) 

Machinery  Made  by  Factory  for  Itsei 

36-6. 
Machinery,  Tools  and  Equipment: 

Basis  of  Value,  22-8. 

Classification,  22-8. 

Repairs  and  Replacements,  22-9. 
Manufacturing  Account,  29-4. 
Manufacturing,  Accounts  Required, 

23-2. 
Manufacturing  Costs,  Elements  of,  24 
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Manufacturing  Expense,  24-5. 
Manufacturing,  Information  Required, 

23-1. 
Material,  Raw,  24-2. 
Merchandise  Account: 

Effect  of  Crediting  Inventory,  7-3. 

Elements  Composing,  7-3. 

Improper  Treatment,  4-6. 

Proper  Treatment,  4-6. 

Mergers: 

Basis  of,  40-4. 

Disposition  of,  40-8. 

Equalizing  Conditions,  40-7. 

Methods  of  Forming,  40-3. 

Objects  of,  40-Z 
Merger  and  Holding  Company,  Differ- 
ence Between,  40-1. 
Minute  Book,  21-9. 
Mixed  Accounts,  4-5. 
Mortgage  Bonds,  33-2. 
Mortgage  Payable,  11-7. 
Mortgages  on  Real  Estate,  22-4. 
Net  Profit,  29-6. 
Net  Profit  on  Operations,  29-6. 

New  Worth: 

Causes  of  Changes  in,  2-4. 

Definition  of,  2-3. 
Nominal  Accounts,  4-2 

Nominal  Accounts  in  Single  Entry,  3-6. 

Non-Productive  Labor,  24-3. 

Notes  : 

For  Stock  Subscription,  11-8. 

Interest  on,  11-4. 

Of  Employees,  11-8. 

Long  Time,  11-7. 

Of  Officers,  11-8. 
Notes  Payable: 

Definition,  11-1. 

Difference  Between  and  Notes  Receivable 
Discounted,  11-9. 

Partners,  14-3. 

Registering,  11-3. 

Notes  Receivable: 

Definition,  11-1. 

Discounted,  11-5. 

Discounted  Dishonored,  11-6. 

Dishonored,  11-6. 

Registering,  11-3. 

Relation  to  Open  Accounts,  11-2. 
Numbered  Accounts,  12-8,  38-5. 
Officers,  Debts  Due  to,  39-3. 
Opening  Double  Entry  Books,  3-5. 
Opening  of  Partnership  Books,  8-8. 
Operating,  Deferred  Charges  to,  28-3-10. 
Organization  Expense,  28-9. 


INDEX 
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Original  Entry,  Books  of,  1-11. 
Outside  Investments,  36-2. 
Overhead  Expense,  24-5. 
Packages  and  Packing  Material,  24-2. 
Par  of  Exchange,  37-7. 

Partners'  Capital,  39-1. 
Interest  on,  14-7. 

Partners'  Drawings,  Interest  on,  8-6. 

Partners'  Loans.    (See  Loans  from  Part 
ners.) 

Partnership  and  Corporation,  Differ 
ences  Between,  39-«. 

Partnership  : 

Articles  of,  8-2. 

Division  of  Profits,  8-3. 

Entries   Recording   Sale   to   Corporation, 
20-6. 

Interest  on  Capital,  8-5. 

Liquidating  Dividends,  39-2. 

Opening  of  Books,  8-8. 

Reasons  for  Forming,  8-1. 

Transfer  to  Corporation,  20-5. 
Partnership  Liquidation: 

Adjusting  Capital,  19-7. 

Application  of  Assets,  17-3. 

Assignment,  18-1. 

Conditions  Governing,  17-1. 

Partner  as  Liquidator,  17-4. 

Paying  off  Capital,  17-5. 

Reasons  for,  17-2. 

Reasons  for  Assignment,  18-1. 

Solvent,  Example,  17-6. 

Status  of  Partners'  Loans,  17-6. 
Patent  Rights,  26-1. 
Patents  : 

Elements  Diminishing  Value,  26-3. 

Establishing  Validity,  26-2. 

Foreign,  26-4. 
Pay-Rolls,  24-6. 
Perpetual  Inventories,  35-13. 
Personal  Accounts,  4-2. 
Personifying  Accounts,  29-7. 
Petty  Cash,  Imprest  System,  10-7. 
Posting  Defined,  1-11. 
Posting  to  Ledger,  6-2 
Postings,  Correcting,  6-3. 
Preferred  Stock,  32-3. 

As  to  Assets,  32-7. 

Cumulative,  32-4. 

Cumulative   Participating,   32-6. 

Dividends,  35-6. 

Non-Cumulative,  32-5. 

Restrictions,  32-8. 

Second  Preferred,  32-8. 
Premium  on  Bonds,  33-7. 
Prime  Cost,  24-4. 


Mann  to  Bee 

Private  Ledger: 

Definition,  37-1. 

Method  of  Keeping,  37-3. 

Objects  of  Keeping,  37-2. 
Productive  Labor,  24-3. 
Profit  and  Loss  Account.    (See  Revenue 

Account.) 
Profit  and  Loss  Account: 

To  be  Posted  in  Detail,  7-2 

Asset  and  Liability  Method,  2-1,  2-6. 

Disposition  of,  in  Single  Proprietorship, 
7-4. 

Function  of,  16-8. 
Profit   and   Loss   Confirmed   by   Bal- 
ance Sheet,  7-8. 

Profit  and  Loss  Statement,  7-7,  29-9. 

Should  show  Period  Covered,  7-7. 
Profit  or  Loss,  Transfer  to  Proprie- 
tor, 16-7. 
Profits  : 

Disposition  of,  in  Corporation,  30-2. 

Disposition  of,  in  Partnership,  16-3. 

Economic  Elements  of,  16-2 

Stockholders'  Right  to,  30-3. 
Profits  or  Losses,  Extraneous,  36-3. 
Progressive  Ledger,  6-6. 
Proprietor's  Capital  Account,  3-5. 
Proprietor's  Drawings   in  Single  En- 
try, 2-5. 
Purchase  Ledger,  9-2. 

Closing,  23-7. 

Purchase  Register,  9-5. 

Raw  Material,  24-2. 
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GENERAL  ACCOUNTING. 

CHAPTER  1. 

SINGLE  ENTRY. 


(1)  BOOKKEEPING.  The  definition  of  bookkeeping  given  by  the  Standard  Dictionary 
is  as  follows:  ««»** 

-The  art,  method  or  practice  of  recording  business  transactions  distinctly  and 
systematically  in  blank  books  provided  for  the  purpose,  so  as  to  show  the  goods  and 
money  received,  disposed  of,  and  on  hand,  the  credits  given,  and  the  assets,  liabili- 
ties and  general  status  of  the  business,  person  or  house." 

This  definition  applies  strictly  to  books  that  are  kept  on  what  is  known  as  the  ' 
•Mouble  entry"  system.  This  system  has  been  in  use  only  a  little  more  than  four  hun- 
dred years,  the  first  written  treatise  describing  it  having  been  published  in  1494  by 
Luca  Paciolio,  a  Venetian.  Before  that  era,  books  were  kept  on  a  system  which  is  known 
as  "single  entry."  Although  generally  abandoned,  single  entry  continued  in  use  and  is 
often  found  even  in  present  times. 

(2)  ORIGIN  OP  BOOKKEEPING.  At  the  very  beginning  of  business  transactions,  the 
trading  was  entirely  on  the  basis  of  barter.  Those  who  had  more  of  some  articles  than 
they  needed  would  exchange  them  for  other  articles  of  which  others  have  an  excess.  As 
this  exchange  was  not  always  possible  or  convenient,  the  device  of  a  circulating  medium 
called  money  was  adopted,  and  all  purchases  and  sales  were  made  for  cash.  None  of  these 
transactions  required  any  record  in  the  shape  of  accounts,  because  each  was  complete  in 
itself.  Occasionally  it  would  happen  that  a  person  would  make  a  purchase  and  not  have 
the  ready  money  to  pay  for  it  at  once.  So  that  the  merchant  would  not  forget  it,  he 
would  often  make  a  notation  of  the  sale  with  chalk  on  the  back  of  his  door.  Hence 
arose  the  expression,  which  is  still  sometimes  used  by  those  desiring  oredit,  "chalk 

it  up."  As  is  readily  seen,  it  was  a  mere  memorandum. 

(3)  RECORDING  CREDIT  TRANSACTIONS.  As  these  credit  transactions  became  more  fre- 
quent, and  consisted  not  only  of  sales,  but  also  of  purchases  by  the  merchant  it  be- 
came necessary  to  adopt  a  more  permanent  form  of  record.  This  consisted  of  a  single 
book,  in  which  would  be  jotted  down  those  items  which  it  was  necessary  to  remember. 

As  these  memorandums  were  made  from  day  to  day,  this  book  was  called  a  "Day  Book." 
When  the  trader  made  a  sale  or  a  purchase  that  was  not  for  cash,  he  made  a  memorandum 
on  his  Day  Book  and  nowhere  else.   '.Then  the  bill  was  paid,  he  hunted  up  the  item  and 
wrote  "paid"  across  it.  As  his  business  grew  and  the  number  of  unpaid  accounts  in- 
creased, he  found  that  it  took  tod  much  time  to  look  for  the  individual  items,  and  he 
also  discovered  that  in  some  cases  an  item  was  entirely  overlooked,  when  a  customer 
had  made  several  purchases  at  different  times.  He  then  adopted  the  expedient  of  pro- 
viding a  book  in  which  he  gave  each  customer  a  page  on  which  he  listed  the  sales  made 
to  him;  and  the  ledger  was  evolved.  The  memorandum  character  of  this  book  was  shown  by 
the  fact  that  when  ah  account  was  settled,  it  was  sinply  marked  "Paid,"  and  no  attempt 
was  made  to  indicate  in  what  way  it  was  paid,  by  showing  the  credit  to  it  of  oash. 

Having  the  ledger  at  hand,  it  was  natural  that  other  memorandums  would  be  made  in 
it  for  convenience  of  reference.  The  proprietor  would  almost  certainly  list  his  person- 
al drawings  in  it,  so  that  he  could  know  how  much  he  was  getting  out  of  the  business, 
and  he  might  also  keep  a  list  of  his  sales  by  monthly  totals,  so  that  he  could  ascertain 

Copyright,  1911,  Charles  H.  ganger 


Sad*  82 


aa  at 

f   ffi    Xil& 

te  1st. 


<aeri; 


vi>Q8ti 


108* 


)tSsion 


>*  oS  x?&*[ 


.-        .;■■'•. 


%Xqal 


•nerfc 


r*r  taffe 


JOO    B  - 


n  -  2. 

whether  his  business  was  increasing  or  declining,  but  these  again  would  be  only  memoran- 
dum accounts,  in  regard  to  whose  accuracy  there  could  be  no  proof.  This  memorandum 
characteristic  is  carried  out  through  all  the  transactions,  except  that  sometimes  a 
correct  cashbook  is  kept  which  balances  with  the  cash  on  hand,  and  is  the  only  book  in 
which  a  balance  is  possible. 

As  this  method  consisted  m  only  one  entry  for  each  transaction,  it  was  given  the 
name  of  Single  Entry.  Professor  Hardoastle  suggested  the  term  Simple  Entry  as  more 
exactly  defining  the  process.   It  is  a  mistake  to  suppose  that  such  a  system  is  never 
to  be  used,  and  to  dismiss  the  subject  with  the  remark  that  it  is  really  not  a  system 
at  all,  and  that  no  attention  need  be  paid. to  it  by  the  student.  When  a  business  is 
almost,  if  not  entirely  carried  on  by  purchases  and  sales  for  cash,  with  no  complica- 
tions in  the  way  of  expenses,  there  is  no  necessity  for  an  elaborate  system  of  accounts, 
provided  an  accurate  oash  account  is  kept. 

(4)  SINGLE  E1TTRY  BOOKS.  The  only  books  used  in  a  single  entry  system  are  the 
Day  Book,  the  Cashbook  and  the  Ledger. 

THE  DAY  BOOK.  The  Day  Book  is  a  memorandum  book,  with  or  without  a  oolunra  for 
amounts.   In  it  a  notation  is  made  of  a  transaction,  giving  the  particulars.   It  is, 
as  the  name  implies,  a  diary  of  events  recorded  in  order  of  date,  without  any  dis- 
tinction between  debits  and  oredits,  exoept  as  indicated  by  the  wording.  Purely 
oash  items  are  entered  directly  on  the  cashbook  and  not  on  the  daybook.  When  items 
are  posted  from  the  day  book  to  the  ledger,  the  fact  is  indicated  by  a  simple  check- 
mark or  by  the  number  of  the  ledger  page.  Only  those  items  are  entered  in  this  book 
which  are  likely  to  be  overlooked.  If  an  account  is  paid  to  or  by  the  merchant,  less 
a  discount  allowed  for  prompt  payment,  it  is  not  neoesaary  to  note  the  deduction  of 
the  discount  in  the  daybook,  as  will  be  seen  when  the  ledger  is  described. 

(5)  THE  OASH  BOOK.  The  Gash  Book  in  its  simplest  form  is  a  book  with  one  amount 
column  on  each  page.  All  cash  receipts  are  entered  on  the  left  hand  page  and  all  oash, 
payments  on  the  right  hand  page.  The  excess  of  the  left  hand  page  over  the  right  hand, 
one  is  the  amount  of  money  (Oash  Balance)  on  hand,  including  the  money  in  bank.  This 
is  the  only  book  in  a  single  entry  set  in  which  any  attempt  is  made  to  strike  a  bal- 
ance.  It  is  usually  carefully  kept  and  is  often  balanced  daily  or  weekly,  and  should 
always  be  balanced  at  the  end  of  the  month.  The  process  of  balancing  consists  in 
ascertaining  the  excess  of  the  left  hand  column  over  the  right  hand,  placing  that 
amount  in  the  right  hand  column,  with  the  word  ''Balance"  in  the  name  column  on  the 
same  line,  and  then  adding  the  two  columns.  The  fact  that  the  totals  of  the  two 
columns  are  the  same  shows  that  the  balance  is  correct. 

The  entries  in  a  single  entry  cashbook  merely  indicate  the  reoeipt  or  payment 
of  money.  The  names  of  oustomers  from  whom  money  is  reoeived  or  of  oreditors  to 
Whom  it  is  paid  would  be  noted,  as  these  accounts  have  to  be  kept  track  of,  and 
the  proprietor's  own  drawings  would  be  entered  as  such,  but  ho  attempt  would  be  made 
to  designate  any  other  accounts,  such  as  Expense  or  Kerohandise,  as  no  such  accounts 
would  normally  be  carried  on  the  ledger.  Thus,  no  designation  would  be  made  a3  to 
classification  of  the  purchase  of  an  engine  and  boiler,  which  is  an  investment,  and 
the  purchase  of  coal,  which  is  an  expense.  The  entries  would  simply  be  "Paid  for 
the  engine  and  boiler,"  and  "Paid  for  coal."  The  money  paid  out  is  accounted  for, 
and  that  is  all  the  single  entry  man  oares  about.  Neither  entry  would  be  posted  to 
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any  account. 

(6)  THE  LEDGER.   The  Ledger  is  a  book  containing  two  seta  of  columns  for  Date, 
lixplanation,  Folio  (of  book  from  which  posted)  and  Amount.  A  page  (or  sub-division 
of  a  page)  is  devoted  to  each  account.  To  the  left  hand  set  of  columns  are  posted 
all  payments  of  cash  pertaining  to  the  account  and  all  charges  which  increase  the  in- 
debtedness from  a  person,  or  reduce  the  liability  to  a  person.  To  the  right  hand  set 
are  posted  all  receipts  of  cash  and  all  oredits  which  reduce  the  indebtedness  from  a 
person  or  increase  the  liability  to  a  person.  The  left  is  the  Debit  (Dr.)  and  the 
right  is  the  Credit  (Cr. )  oolumn  of  the  ledger. 

As  a  single  entry  ledger  is  merely  a  msmorandum  book,  showing  how  much  is  due 
from  customers  and  due  to  creditors,  it  often  contains  that  information  in  a  very 
crude  form.  When  a  customer  pays  his  account  he  1b  frequently  not  credited  with  the 
money  he  has  paid,  but  the  word  "Paid"  is  written  against  the  charge  and  the  account 
ruled  off  as  settled.  Even  when  more  formal  aocouncs  are  kept,  there  is  seldom  any 
attempt  made  to  show  a  balance  in  any  settled  account.  For  instance,  if  a  customer 
owes  #100.00,  and  is  allowed  #2.00  discount  for  prompt  payment,  his  ledger  account 
would  show  a  credit  of  $98.00  when  he  paid.  It  would  then  be  ruled  off  as  settled, 
in  spite  of  the  faot  that  he  apparently  still  owed  $2.00.  A  notation  might  be  made 
of  the  fact  that  there  was  a  discount  allowed,  but  it  is  not  likely  that  the  amount 
would  be  regularly  entered  to  his  oredit.  The  amount  of  the  disoount  would  not 
appear  on  the  daybook,  or  anywhere,  except  possibly  as  a  memorandum. 

If  an  account  is  settled  by  a  note,  a  memorandum  to  that  effect  would  be  entered 
on  the  daybook,  but  the  amount  of  the  note  would  not  be  posted  to  the  account  of  the 
person.  Instead,  a  notation  would  be  made  in  his  account  to  the  effect  that  a  note 
had  been  given,  but  no  entry  would  be  made  in  the  amount  column  of  the  ledger,  until 
the  note  was  paid,  when  the  payment  would  be  treated  the  same  as  any  other  cash  trans- 
action, and  posted  to  the  account. 

(7)  NATURE  OF  SMILE  ENTRY.  From  the  above  description  of  Single  Entry,  it  will 
be  seen  that  it  is  a  system  of  accounts  in  rtiioh  only  one  entry  is  made  for  each  trans- 
action, and  in  which  only  those  accounts  are  kept  in  tfte  ledger  that  have  to  do  with 
persons.  The  oashbook  is  the  only  book  in  which  anything  like  a  balance  can  be  ob- 
tained, or  is  attempted. 

If  any  other  books  are  used  or  any  other  accounts  kept  on  the  ledger,  such  as  a 
Sales  Book,  the  total  of  which  is  posted  to  the  credit  of  Merohandiee  each  month,  or 
an  Expense  Account  to  keep  track  of  the  expense  of  the  business,  an  element  of  Double 
Entry  bookkeeping  has  entered  into  the  system,  which  is  no  longer  purely  Single  Entry. 
Suoh  innovations  are  not  contemplated  in  the  examples  given  in  this  chapter.  They  are 
intended  entirely  for  the  information  of  the  proprietor  and  are  an  indication  of  the 
neoessity  of  more  adequate  accounts. 

(8)  DISADVANTAGES  OF  SINGLE  ENTRY.  While  the  Single  Entry  System  is  available 
for  a  small  retail  business  which  is  conducted  principally  on  a  cash  basis,  and  for 
certain  other  purposes,  such  as  the  liquidation  in'cash  of  a  closed  enterprise,  such 
as  the  estate  of  a  decedent  or  the  settlement  of  a  reoeivership,  it  is  entirely  inade- 
quate for  a  business  of  any  considerable  volume,  involving  any  complication,  such  as 
the  giving  and  receiving  of  notes.  Since  there  are  no  offsetting  entries  to  the  debits 
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and  credits  on  the  Ledger  there  is  no  possibility  of  proving  the  acouraoy  of  that  book 
by  talcing  off  a  Trial  Balance.  While  the  total  profit  or  loss  of  a  period  may  be  as- 
certained, there  is  no  way  to  tell  the  souroes  of  the  profit  or  loss  and  no  de- 
tailed information  oan  be  gathered  from  the  accounts  as  to  the  oourse  of  the  business. 
With  the  exception  of  the  cashbook,  the  aooounts  are  purely  memorandums,  and  it  is 
x'eally  a  misnomer  to  say  that  they  constitute  a  system  at  all. 

(9)  DEFINITIONS-  Books  of  Original  Entry  are  those  in  which  any  transaction  is 
first  recorded  and  from  which  postings  are  made  to*  some  other  books. 

Posting  is  the  transferring  of  an  entry  from  a  book  in  whioh  it  appears  in  regu- 
lar order  of  date  to  another  book  in  whioh  it  is  placed  in  the  classification  to  whioh 
it  belongs.. 

^bookkeeper  is  one  who  records  in  a  proper  manner  and  in  proper  books  the  trans- 
actions of  a  business,  and  who  prepares  such  statements  in  regard  to  the  condition  of 
the  business  as  the  books  disclose. 
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DIARY  OP  EVENTS. 

The  student  is  required  to  enter  the  following  transactions  on  the  proper 
sheets  representing  the  books  in  use  in  this  set.  The  sheets  mast  then  he  sent  in 
to  the  school  to  be  corrected  and  will  be.  returned  with  the  next  lesson.  All  the 
ledger  pages  in  this  set  are  numbered.  The  page  on  which  each  account  is  to  be  opened 
is  designated  by  the  number  in  brackets  immediately  following  the  name. 

January  2,  1904. 
John  Adams  starts  in  business ,  dealing  in  shelf  and  builders  hardware,  putting 
in  $5,000.00  in  cash.  He  paid  for  a  Daybook,  Cashbook  and  Ledger  and  sundry  office 
stationery  $34.75.  Paid  rent  of  store  for  month  in  advance  $45.00. 

-  4  - 

Paid  carpenter  for  shelving  and  fixtures  $150.00.  Bought  of  Acme  Furniture 
Company,  (1)  on  charge  account,  office  furniture  for  $65.00.  Received  shipment  of 
merchandise  from  Brown  Mfg.  Co.,  (1)  Mo  line,  111.  their  invoice  of  2nd  for  $1,525.00, 
terms  2$  off,  10  days,  net  30.   (That  is,  if  he  pays  the  bill  in  ten  days,  he  is 
authorized  to  deduct  2$  for  Cash  Discount.  If  he  does  not,  he  must  pay  the  face  of 
the  bill  at  the  end  of  30  days.)  Received  another  shipment  of  merchandise  from 
Champion  Mfg.  Co.,  (1)  Erie,  Pa.  for  $1,640.00,  terms  30  days  net*  (That  is,  the  bill 
is  payable  in  30  days  and  no  oaah  discount  will  be  allowed  for  previous  payment.) 

-  5  - 

Received  shipment  of  goods  from  Mercantile  Hardware  Co.,  (2)  Chicago,  $1,480.00, 
terms  2$  off,  10  days,  net  30.  Paid  drayage  on  the  three  lots  of  goods  $13.00.  Sold 
to  Adam  Smith,  (2)  City,  on  credit,  goods  amounting  t6  $63.60.  Cash  Sales  for  the 
day  $17.85. 

-  6  - 

Bought  horse,  wagon  and  harness  for  $225*00  oash.  Sold  to  Peter  Boiler  (2)  bill 
of  $23.50  on  credit.  Cash  sales  $26.35. 

-  7  - 

Msceived  goods  from  W.  T.  Howard,  (3)  St.  Louis,  $160.00,  terms  30  days.     Dre- 
ou-c  for  personal  use  (7)  $10.00.     Sold  Hiram  Goodrich  (3)  on  credit,  goods  for  $28.55. 
Adam  Smith  returned  goods  amounting  to  $4.80.     Paid  oash  $7.00  for  ooal  for  stove  in 
store.     Cash  sales  $37.80. 

-  8  - 

Paid  oash  for  hay  and  feed  for  horse  $11.50.  Sold  to  H.  Burt  (3)  goods  for  $6.00, 
and  to  J.  M.  Rastall  (4)  for  $14.75.  Adam  Smith  paid  $25.00  cash  on  aooount.  Cash 
sales  $27.15.  Note.  Unless  otherwise  stated,  all  sales  are  made  on  credit. 

-  9  - 

Paid  wages  of  clerk  $8,00.     Paid  personal  grocery  bill  of  $16.25.     Sold  to  T.  W. 
Bonner  (4)  goods  for  $18.20  and  Adam  Smith  $56.30.     Cash  sales  $45.60. 

-  11  - 

Drew  out  for  personal  use  $15.00.     Paid  Brown  Mfg.  Co.  $1,494.50,  being  in  full 
of  their  invoice  of  2nd,  that  is  $1,525.00  less  the  cash  discount.     Sold  James  Robinson 
(4)  goods  for  $37.50.     Cash  sales  $36.75 

-  12  - 

Received  note  dated  to-day  due  in  60  days  from  Peter  Boiler  for  $24.00  in  settle- 
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ment  of  Ms  account.     Sold  C.  H.  Murray  (5)  goods  for  $12.85  and  Hiram  Goodrich  for 
$17.35.     H.  Burt  paid  his  account  $6.00.     Cash  sales  $28.55. 

-  13  - 

Paid  insurance  premium  on  stock  of  goods  $62.50.  Paid  advertising  bill  $12.50. 
Sold  R.  Roberts  (5)  goods  for  $26.85.  Cash  sales  $23.65. 

-  14  - 

Paid  account  of  Mercantile  Hardware  Co.  $1,450.40  net.  Received  shipment  of 
merchandise  from  Brown  Mfg.  Co.  $475.00,  terms  as  before  2$  off,  10  days,  net  30. 
Cash  sales  $32*40. 

-  15  - 

Hiram  Goodrioh,  by  agreement,  settled  his  acoount  in  full  by  paying  $45.00. 
Sold  H.  Burt  goods  for  $33,75*  Cash  sales  $45.30*' 

-  16  - 

Sold  Silas  Jones  (5)  goods  $42*40.     Paid  clerk's  wages  $8.00.     Brew  $20.00  on 
personal  account.     Cash  Sales  $58*60. 

-  18  - 

Returned  to  Brown  Mfg.  Co.,  defeotive  goods  invoiced  at  $30.00.  Cash  sales  $49.35. 

-  19  * 

Paid  Acme  Furniture  Co,  their  bill  of  $65.00.  Cash  sales  $36*20. 

-  20  - 

Sold  J.  M.  Rastall  goods  for  $16.45.  He  paid  his  first  bill  of  $14.75.  Paid  for 
shoeing  horse  $2.00.  Cash  sales  $39*60. 

-  21  - 

Sold  James  Robinson  goods  $26.85.  Adam  Smith  pays  balance  of  his  account  $90.10. 
Cash  sales  $43^90. 

-  22  - 

Sold  R.  Roberts  goods  for  $32*60.     Cash  sales  $37.40. 

-  23  - 

Paid  clerk's  wages  $8.00.     Paid  account  Brown  Mfg.  Co.  $436.10  net,  discount 
being  $8*90.     Cash  sales  $63*35. 

-  25  - 

Paid  repairs  to  wagon  $4.50.  Sold  C.  H.  Murray  goods  for  $16.50.  Cash  Sales 
$48.70. 

-  26  - 

Brew  for  personal  use  $25,00.  Sold  Adam  Smith  goods  for  $41.65.  Cash  sales  $39.15. 

-  27  - 

Paid  for  postage  stamps  $2*00.  Sold  T.  W.  Bonner  goods  for  $22.75.  Cash  sales 

$33.45* 

-  28  - 

Mrs.  John  Adams  got  $10.00  in  currency.     Sold  S.  Jones  goods  for  $32.85.     Cash 
sales  $43,70. 

-  29  - 

H*  Burt  paid  his  account,  $33.75  and  bought  $28.60  more  goods.     Cash  sales  $36.85. 

-  30  - 

Paid  clerk's  wages  $8.00.     Paid  gas  bills,  store  $16.40  and  personal  $3.50.     Drew 

$20.00  for  personal  use.     Cash  sales  $56.70. 
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CHAPTER  2. 
ASCERTAINING  PROFIT  OR  LOSS  IN  SINGLE  ENTRY. 

(1)  POSSIBILITY  OP  ASCERTAINING  PROFIT  OR  LOSS.  While  little  information  is 
to  be  gained  from  a  single  entry  set  of  books  in  regard  to  the  character  of  the 
business  and  the  sonroes  of  its  profit  or  loss,  it  is  yet  possible  to  gain  a  very 
accurate  idea  of  its  general  condition  and  of  the  total  profit  or  loss  resulting 
from  the  operations  of  a  given  period.  This  is  done  by  nhat  is  known  as  the  Asset 
and  Liability  method.  The  books  themselves,  containing  no  information  as  to  any 
assets  exoept  the  cash  and  the  customers'  balances  or  as  to  any  liabilities  except 
the  amounts  due  to  creditors,  do  not  furnish  the  necessary  data,  whioh  must  be  ob- 
tained from  other  sources,  usually  from  memory  or  reference  to  entries  in  the  cash- 
book*  There  is  greater  danger  therefore  of  error  from  the  omission  of  an  item  than 
there  would  be  in  a  set  of  accounts  in  which  all  the  elements  of  the  business  are  duly 
recorded,  and  which  are  susceptible  of  proof  through  the  device  of  a  trial  balance, 

as  is  the  case  in  the  double  entry  system,  which  will  be  treated  in  detail  later. 

(2)  ASSETS  AND  LIABILITIES.  An  asset  is  something  which  a  person  owns.  A 
liability  is  something  which  a  person  owes.  The  derivation  of  the  word  asset  from 
the  French  assez  (enough)  indioates  that  it  represents  anything  which  is  sufficiently 
valuable  to  be  considered  property,  whether  that  value  represents  what  it  can  be  sold 
for,  or  only  its  worth  to  the  particular  undertaking,  or  person.  In  single  entry  ac- 
counting, only  those  things  are  considered  to  be  assets  which  are  tangible,  and  are 
oapable  of  being  converted  into  cash.  The  word  liability  itself  indicates  its  mean- 
ing as  that  for  whose  payment  a  person  is  liable.  Therefore,  in  making  a  statement 
of  Assets  and  Liabilities,  nothing  should  be  included  as  an  asset  which  cannot  be 
sold  or  collected  in  cash,  and  nothing  should  be  classed  as  a  liability  which  does 
not  have  to  be  paid  sooner  or  later.  The  seeming  exceptions  to  this  rale  which  are 
enoountered  in  advanced  double  entry  bookkeeping  will  be  taken  up  and  explained  at 
the  appropriate  time. 

(3)  NET  WORTH.  The  net  worth  of  a  person  or  business  is  the  value  of  all  assets 
left  after  all  liabilities  are  paid  or  considered.  This  means  that  the  net  worth  is 
the  excess  of  the  assets  over  the  liabilities.  This  excess  is  also  called  the  measure 
of  solvency.  If  the  liabilities  exceed  the  assets,  the  excess  of  liability  is  the 
measure  or  degree  of  insolvency. 

(4)  CAUSES  OF  CHANGES  IN  NET  WORTH.  Any  changes  in  the  net  worth  of  a  business 
between  the  beginning  and  end  of  any  period  must  be  caused  by  one  of  two  things,  the 
making  of  a  profit  or  loss,  or  the  putting  in  or  withdrawal  of  money  by  the  proprie- 
tor, or  by  a  combination  of  both  causes.  If  the  net  worth  is  greater  at  the  end  than 
at  the  beginning,  it  may  be  that  profits  to  that  extent  have  been  made  and  left  in  the 
business;  or  part  of  the  inorease  may  arise  from  profits  and  part  be  due  to  the  fact 
that  the  proprietor  has  put  in  new  money;  or  it  may  be  that  the  inorease  is  the  total 
of  the  profits  less  the  amount  drawn  out  by  the  proprietor  for  his  personal  use;  or 

it  may  be  the  amount  put  in  by  the  proprietor,  less  losses  made  by  the  business.  On 
the  other  hand,  if  the  net  worth  is  less  at  the  end  than  at  the  beginning,  it  may  be 
caused  entirely  by  losses  of  the  business;  it  may  arise  partly  from  losses  and  partly 
from  withdrawals  of  money  by  the  proprietor;  or  it  may  be  caused  by  losses,  partially 
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offset  by  money  put  in  by  the  proprietor;  or  it  may  be  that  the  proprietor  has  with- 
drawn more  money  than  the  profits  have  amounted  to,  the  deorease  being  the  difference 
between  the  two. 

Hence  it  will  be  seen  that  an  increase  or  decrease  in  the  net  worth  is  not  nec- 
essarily a  measure  of  the  profit  or  loss  of  the  business,  but  is  only  one  element  of 
it.  This  is  taking  the  view  that  the  proprietor's  drawings  are  made  out  of  profits. 
It  may  be  considered  that  the  proprietor  is  talcing  his  drawings  out  of  the  assets 
representing  his  net  worth  at  the  beginning,  thus  reducing  the  original  net  worth. 
The  difference  between  this  reduced  net  worth  at  the  beginning  and  the  net  worth  at 
the  end  will  be  entirely  caused  by  the  profit  or  loss  of  the  business.  If  however, 
the  proprietor  has  put  in  more  money  than  he  has  withdrawn,  the  excess  put  in  should 
be  added  to  the  net  worth  at  the  beginning. 

(5)  METHOD  OF  ASCERTAINING  PROFITS.  The  Asset  and  Liability  method  of  de- 
termining profits  consists  in  ascertaining  from  all  available  sources  the  total  assets 
and  liabilities  at  the  beginning  of  a  given  period.  If  the  assets  are  greater  in 
value  than  the  liabilities,  the  excess  will  be  the  measure  of  the  solvency  of  the  pro- 
prietor, or  his  net  worth.  If  the  contrary  is  the  case,  the  excess  of  liability  will 
be  the  measure  of  the  proprietor's  insolvency,  or  the  not  deficit.  A  similar  state- 
ment of  the  assets  and  liabilities  having  been  made  at  the  end  of  the  period  will 
exhibit  the  net  worth  or  net  insolvency  at  that  time.  The  difference  between  the  con- 
dition at  the  beginning  and  the  condition  at  the  end  of  the  period  will  be  the  in- 
crease or  decrease  of  the  net  worth  or  of  the  net  insolvency. 

If  the  proprietor  has  neither  put  into  the  business  additional  money  nor  with- 
drawn any  money  from  it,  the  difference  in  the  condition  of  the  businoss  must  necessar- 
ily have  arisen  from  the  profits  or  losses  of  the  business  itself.  The  profit  or  loss 
as  indicated  by  the  various  differences  in  condition  would  then  be  as  follows* 

a.  Starting  with  a  smaller  net  worth  and  ending  with  a  greater,  the  difference 
would  be  a  profit.  Starting  with  a  greater  net  worth  and  ending  with  a  smaller,  the 
difference  would  show  a  loss. 

b.  Starting  with  a  smaller  insolvency  and  ending  with  a  greater,  the  difference 
would  be  a  loss.  The  reverse  condition  would  show  a  profit. 

c.  Starting  with  a  net  insolvency  and  ending  with  a  net  worth,  the  sum  of  the 
insolvency  and  the  net  worth  would  be  the  profit. 

d.  Starting  with  a  net  worth  and  ending  with  a  net  Insolvency,  the  sum  of  the 
net  worth  and  the  insolvency  would  be  the  loss. 

As  previously  stated,  if  the  proprietor  has  put  in  money  during  the  period,  the 
effect  is  the  same  as  if  his  net  worth  at  the  beginning  had  been  that  much  greater  or 
his  insolvency  that  much  less.  The  amount  put  in  should  therefore  be  added  to  the  net 
worth  or  deducted  from  the  insolvency  at  the  beginning  before  the  difference  Is  struck. 

If  the  proprietor  has  drawn  out  money  for  personal  use  during  the  period,  it  can 
be  looked  at  in  either  of  two  ways  as  already  mentioned.  He  may  be  considered  to  have 
withdrawn  that  much  of  his  capital,  in  which  case  the  amount  should  be  deducted  from 
the  net  worth  or  added  to  the  insolvency  at  the  beginning  before  the  difference  is 
struck.  Or,  he  may  be  considered  to  have  drawn  against  accruing  profits,  in  which 
case  the  amount  should  be  added  to  the  increase  in  net  worth  or  deducted  from  the  de- 
crease in  net  worth  to  find  the  actual  profit  or  loss  made.  This  actual  profit  is  then 
composed  of  two  parts,  that  which  he  drew  out  and  that  which  he  left  in  the  business,. 
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If  the  proprietor  has  both  put  in  and  drawn  out  money  during  the  period,  only 
the  difference  between  the  amounts  put  in  and  drawn  out  need  be  used  as  the  contri- 
bution to  or  withdrawal  of  oapital,  as  the  ease  may  be. 

In  ascertaining  the  not  worth  and  the  profits  in  a  single  entry  set  of  books, 
the  only  items,  as  we  have  seen,  obtainable  from  the  books  are  the  oash  and  the  bal- 
ances due  to  or  from  persons.  If  any  other  accounts  appear  on  the  ledger,  as  is  some* 
times  the  case,  they  are  to  be  ignored  in  finding  the  profits.  For  instance,  if  an 
account  is  kept  with  Merchandise,  it  would  bo  only  a  memorandum  account,  kept  prob- 
ably to  show  the  increase  or  decrease  in  the  volume  of  business  from  time  to  time, 
but  the  facts  contained  in  it  could  not  be  used  in  determining  the  profits.  Tha  only 
factors  used  \70uld  be  the  inventories  of  assets  and  schedule  of  liabilities,  as  al- 
ready describod. 
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INSTRUCTIONS. 

From  the  information  obtainable  from  the  boolca  of  John  Adams  and  the  farther 
.nformation  that  he  found,  by  talcing  an  inventory  on  January  31st,  that  there  was    • 
oerchandise  on  hand  of  the  cost  value  of  94,259.70,  make  up  a  statement  of  his  con- 
dition on  that  day  and  show  how  much  profit  he  has  so  far  made. 
PROBLEM  1: 

Two  partners.  Smith  and  Johnson,  kept  their  books  by  single  entry.  On  December 
31,  1908,  they  found  that  they  possessed  Merchandise,  per  inventory,  $6,345.00;  Store 
Fixtures  $1,300.00:  Buildings  $6,000,00;  Machinery  $8,355.00;  Horses.  Wagons  and 
Harness  $475.00;  Customers'  Accounts  $3,275.00;  Notes  Receivable  $600.00.  Their 
liabilities  were  Notes  Payable  $3,200.00;  Creditors'  Accounts  $3,650.00.  Of  the  total 
net  worth.  Smith  was  entitled  to  $12,000.00  and  Johnson  $8,000.00. 

On  December  31,  1909,  one  year  later,  their  books,  being  still  kept  by  single 
entry,  but  with  a  few  memorandum  accounts,  showed  the  following;  Ca3h  $2,655.00:  Cus- 
tomers1 Accounts  $5*200.00:  Creditors'  Accounts  $4,180.00:  Smith's  withdrawals  $050.00; 
Johnson's  withdrawals  $600.00;  Merchandise  Account,  debit  balance  $1,125.00;  Office 
Expenses  $32«5.00j  Salaries  $2,200.00.  The  inventory  of  Merchandise  on  hand  amounted 
to  $6,300.00;  the  Horses,  WagonB  and  Harness  were  valued  at  $400.00;  the  Store  Fixtures 
at  $1,900.00;  the  Building  at  $7,500.00;  the  machinery  at  $10,225.00.  additions  having 
been  made  to  the  last  three  items.  They  held  Notes  Receivable  for  $900,00.  In  additiot 
to  the  liability  to  Creditors  they  owed  a  clerk  $350.00  for  services  not  on  the  books. 

What  profit  or  loss  had  they  made  during  the  year,  what  was  the  net  worth  at  the 
end  of  the  year,  and  how  much  belonged  to  each  partner?  Profits  and  losses  are  to  be 
divided  on  the  basis  of  the  partners'  accounts  at  the  beginning  of  the  year,  that  is 
12/20  to  Smith  and  0/20  to  Johnson. 
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CHAPTER  3. 
DOUBLE  ENTRY. 

(1)  PRINCIPLES  OF  DOUBLE  ENTRY.   Double  entry  bookkeeping  is  founded  on  the  univer- 
sal principle  that  every  transaction  is  necessarily  dual  in  character.  No  addition  oan 
be  made  to  any  asset  unless  there  is  an  equal  deduction  from  some  other  asset,  or  an 
equal  increase  in  some  liability.  For  instance,  If  a  man  buys  a  bill  of  groceries,  he 
adds  to  his  asset  of  groceries.  He  must  of  necessity  deduct  an  equal  amount  from  his 
asset  of  cash  by  paying  for  them,  or  he  must  make  an  equal  lnoreaao  in  hie  liabilities 
by  owing  the  grocer.   In  the  same  way  no  addition  can  be  made  to  a  liability  without  an 
equal  increase  in  an  asset  or  an  equal  deduction  from  some  other  liability.  That  is,  if 
a  man  issues  a  note  he  adds  to  his  liability  of  Notes  Payable.  If  he  sells  this  note 
to  a  bank,  he  adds  an  equivalent  amount  to  his  asset  of  cash,  offsetting  the  inorease 
of  liability  in  Notes  Payable.  If  he  gives  the  note  to  a  creditor,  it  acts  as  a 
reduction  of  the  liability  on  open  Accounts  Payable,  again  offsetting  the  inorease  of 
liability. 

It  might  appear  as  if  this  would  not  apply  to  oases  where  cash  is  paid  or  lia- 
bility incurred  for  such  things  as  Expense,  Wages ,  Kent  or  any  other  operating  element 
of  the  business.  Such  items,  however,  manifestly  represent  the  value  that  has  been 
given  for  them,  either  in  cash  or  credit,  although  this  value  may  not  reside  in  the 
items  themselves,  but  in  the  result  whioh  they  have  made  possible.  A  table  is  a 
tangible  asset,  a  real  asset.  The  lumber  and  other  materials  that  wont  into  it  are 
real  assets.  But  in  addition  to  the  materials  that  compose  it  there  are  other  ele- 
ments that  have  entered  into  it,  such  as  the  wages  paid  for  labor  in  the  factory, 
the  rent  of  the  factory  in  which  it  was  made  and  numberless  other  items.  If  it  were 
possible  to  determine  the  exact  amount  of  these  items  constituting  the  cost  of  this 
particular  table,  we  could  charge  them  direct  to  the  table  and  have  one  real  asset. 
But  as  it  is  impossible  in  ordinary  accounts  to  do  thist  we  are  obliged  to  charge 
these  items  temporarily  to  Wages  and  Rent  as  representing  the  value  that  has  gone, 
not  only  into  this  particular  table,  but  also  into  all  the  other  products  of  the 
factory*  As  these  accounts  thus  represent  value  they  are  in  a  sense  assets,  but 
temporary  assets  only,  the  effect  of  their  value  being  finally  expressed  in  the  pro- 
fit which  they  have  helped  to  create,  as  exhibited  in  the  final  settlement  in  the 
Profit  and  L03S  Account  at  the  end  of  the  year.  Credit  Items  pertaining  to  profit 
and  loss,  such  as  Interest  Earned,  are  treated  as  temporary  liabilities  on  the  same 
principle. 

(2)  EQUALITY  OF  DEBITS  AND  CREDITS.  The  result  of  the  application  of  this  princi- 
ple is  that  in  double  entry  bookkeeping  every  debit  must  be  exactly  offset  by  an 
equivalent  oredit,  and  every  oredit  by  an  equivalent  debit.  In  practioe  a  single 
debit  may  be  offset  by  a  number  of  credits  whioh  equal  it  in  total,  and  vice  versa. 
In  other  words,  every  entry  in  double  entry  books  is  a  journal  entry,  as  expBftlned: 
below. 

Since  each  of  the  individual  debit  entries  is  balanced  by  an  equal  credit,  and 
each  oredit  by  an  equal  debit,  it  follows  that  the  total  of  all  the  debits  must  be 
balanced  by  the  total  of  all  the  credits.  If,  therefore  the  total  of  all  the  debits 
in  a  ledger  is  equal  exactly  to  the  total  of  all  the  credits  In  that  ledger,  the 
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ledger  is  said  to  toe  in  balance.  If  the  equality  does  not  exist,  it  rauat  01  necessity 
be  due  to  some  error  in  assembling  the  figures  in  the  ledger,  or  to  some  error  in  a 
book  of  original  entry,  in  consequence  of  which  the  debits  do  not  exactly  offset  the 
credits. 

This  equality  of  the  debit  and  credit  is  expressed  in  What  is  known  as  a  Journal 
entry,  in  which  the  debit  member  is  placed  at  the  left  and  the  credit  member  at  the 
right.  An  example  is.  Cash  Dr.  $100.00  to  Henry  Jones  Cr.  $100.00,  which  expresses 
the  increase  of  the  asset  Gash  and  the  decrease  of  the  asset  representing  the  amount 
due  from  Henry  Jones. 

(3)  RULES  FOR  JOURNALIZING.  While  such  items  as  Expense  and  Wages  are,  as  we 
have  seen,  carried  temporarily  as  assets  for  bookkeeping  convenience,  they  are  in 
reality  reductions  of  the  Proprietor's  net  worth,  or  Decreases  in  Proprietorship, 
while  the  credit  items  of  Profits  or  Interest  earned,  which  are  for  the  same  reason 
carried  as  liabilities  are  in  reality  additions  to  the  net  worth  or  Increases  in  Pro- 
prietorship. With  this  in  mind,  the  following  rules  can  be  given  for  all  journal 
entries: 

Debit  Credit 

Increase  of  Assets  Inorease  of  Liability 

Decrease  of  Liability  Decrease  of  Assets 

Decrease  of  Proprietorship  Increase  of  Proprietorship 

The  Proprietor  may  be  an  individual,  a  partnership  or  a  corporation. 

A  number  of  other  rules  have  been  given  for  Journalizing,  such  aa: 
Debit  whatever  comes  into  the  business  or  costs  the  business  value.  Credit 
whatever  goes  out  of  the  business,  or  produces  value  for  it. 

Or,  Debit  the  account  that  receives  the  benefit.  Credit  the  account  that  yielda 
the  benefit. 

On  the  whole,  the  first  rule  given  ia  probably  the  easiest  to  understand. 

(4)  EVERY  DOUBLE  ENTRY  A  JOURNAL  ENTRY.  The  statement  was  made  abovo  that  every 
entry  in  a  double  entry  sot  of  books  was  a  journal  entry  without  exception.  This  ia  a 
fundamental  rule  and  if  it  is  thoroughly  grasped  and  lived  up  to,  there  will  never  be 
any  danger  of  error.  To  understand  it,  it  ia  necessary  to  trace  the  development  of 
bookkeeping  methods  from  the  very  beginning  of  the  double  entry  system. 

at  first  the  Journal  was,  what  its  name  implies,  a  daybook.  Each  transaction  wa» 
separately  detailed  in  it  in  journal  form.  Each  receipt  of  cash  was  represented  by 
an  entry  of  "Cash,  to  A.  B.";  "Cash,  to  C.  D."  and  so  on,  and  each  item  of  caah  waa 
posted  separately  to  the  ledger  account.  In  the  same  way  every  item  of  outgo  was 
debited  and  ca3h  credited. 

The  first  step  in  advance  was  the  assembling  of  similar  items  each  day  ao  aa  to 
make  one  credit  or  debit  entry  on  one  side  and  Sundries  on  the  other,  such  aa  "Caah 
To  Sundries,"  to  show  the  total  receipts  of  cash  each  day.  For  examplei 


or, 


uaan 

To  Henry  Jones 

C«|UU 

100.00 

William  Smith 

75.00 

John  Brown 

50.00 

to  show  the  total  Sales  for  a  day: 

Hiram  Gray 

80.00 

Asa  Robinson 

60.00 

George  Ludlow 

90.00 

To  Merchandise 

230.00 
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The  object  of  this  grouping  of  entries  was  to  avoid  the  constant  repetition 
of  accounts  that  were  of  frequent  occurrence,  and  to  save  the  labor  of  useless  post- 
ing of  detail  items  when  ono  posting  of  a  total  will  suffice.  % 

The  next  step  was  the  assembling  of  these  similar  items  by  devoting  one  or  more 
pages  of  the  Journal  to  each  and  changing  the  posting  of  the  single  term  of  the  entry 
from  a  daily  to  a  monthly  one.  The  nert  step  was  obvious.  Instead  of  devoting  several 
pages  of  the  Journal  to  cash  entries,  a  separate  Journal  was  employed  for  that  purpose, 
and  since  all  the  items  in  this  book  involved  cash,  it  was  no  longer  necessary  to 
adhere  to  the  strict  Journal  form.  Kor  a  long  time  however,  it  survived  in  the  habit 
of  beginning  every  entry  on  the  left  hand  page  with  "To"  and  every  one  on  the  right 
hand  page  with  "By."  It  is  understood  that  a  Journal  entry  can  be  made  either  in  the 
ordinary  form  of  Cash  Dr.  To  Sundries  Cr.  or  as  Cash  Cr.  By  Sundries  Br.  This  ex- 
plains why  credits  to  accounts  in  a  cashbook  are  at  the  left  and  debits  at  the  right, 
for  it  the  whole  entry  were  made,  the  left  hand  page  would  be  Cash  to  Sundries,  in 
which  Cash  would  be  in  the  left  hand  column  and  Sundries  in  the  right  hand  one.  While 
we  are  posting  from  the  left  side  of  the  cashbook  to  the  right  side  of  the  ledger,  we 
are  really  posting  from  the  right  hand  column  of  the  page,  the  left  hand  column  being 
eliminated  as  useless.  The  Journal  entry  is  oompleted  at  the  end  of  the  month  by 
posting  the  total  of  the  left  hand  page  to  the  debit  of  the  Cash  account  on  the  led- 
ger. The  same  principles  apply  to  the  other  side  of  the  cashbook. 

The  next  step  was  probably  the  elimination  from  the  Journal  of  the  Sales  by  the 
adoption  of  a  Sales  Book,  the  trae  nature  of  which  as  a  journal  would  be  at  once  rec- 
ognized if  the  proper  heading  were  placed  at  the  beginning  of  each  month  of  "Sundry 
Customers  To  Sales."  If  the  Purchase  Record  were  headed  "Sundry  Creditors  By  the 
names  of  the  accounts  shown  in  the  distributive  columns,"  the  Journal  feature  would 
again  be  apparent,  as  it  would  in  all  the  books  of  original  entry,  however  complicated 
they  might  at  first  appear. 

(5)  OPENING  DOUBLE  ENTRY  BOOKS.  When  it  is  determined  to  transfer  a  set  of  ac- 
counts from  the  single  to  the  double  entry  system,  it  is  necessary  to  make  up  a  state- 
ment of  tl»e  condition  of  the  business  by  listing  the  assets  and  liabilities,  the  excess 
of  the  assets  being  the  proprietor's  net  worth  or  capital,  as  already  shown.  While 
this  statement  is  a  statement  of  the  affairs  of  the  business,  the  term  "Statement  of 
Affairs"  should  not  be  used  in  this  connection,  as  that  term  has  been  restricted  in 
its  use  to  a  speoially  prepared  statement,  which  will  be  described  later.  On  the 
Journal  of  the  double  entry  set,  an  entry  is  made  debiting  the  various  asset  accounts 
and  crediting  the  capital  account  of  the  proprietor,  or  the  separate  accounts  of  the 
proprietors,  if  there  is  more  than  one.  Another  entry  is  made  crediting  the  liability 
accounts  and  debiting  the  proprietor.  The  balance  of  the  proprietor's  acoount  will 
manifestly  then  be  the  difference  between  the  assets  and  liabilities.  Or  a  compound 
Journal  entry  may  be  made,  in  which  the  assets  are  debited  on  one  side  and  the  liabili- 
ties and  proprietor's  capital  are  credited  on  the  other.  The  proprietor's  capital  is 
then  shown  as  one  amount  credited,  instead  of  the  difference  between  a  debit  and  a 
credit  amount.  Still  a  third  way  is  to  debit  the  asset  accounts  and  credit  a  Balance 
Account  and  to  debit  the  Balance  Account  and  credit  the  liability  accounts  and  the 
proprietor's  capital.  This  last  method  is  in  favor  among  British  accountants,  but 
Americans  as  a  rule  do  not  see  any  advantage  in  opening  a  Balance  Account  and  then 
immediately  closing  it  again. 
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*3 — 4 
If  the  single  entry  Cashbook  is  of  the  regular  pattern,  it  oan  be  used  for  the 
new  9et.   If  the  single  entry  set  included  ledger  accounts  with  Customers  and  Creditors, 
the  same  accounts  may  be  continued.  A  number  of  General  Ledger  accounts  will  have  to 
be  opened,  one  for  each  of  the  assets,  except  Customers'  balances  and  for  each  of  the 
liabilities,  except  Creditors,  and  for  the  various  elements  wnioh  enter  into  the  man- 
agement of  the  business,  such  aa  Merchandise  Purchases,  Sales,  Salaries,  Expense,  etc., 
the  number  of  such  accounts  depending  upon  the  extent  to  which  it  is  desired  to  sub- 
divide the  information  to  be  obtained  from  the  books. 

(6)  ADDITIONAL  BOOKS  INVOLVED.  The  double  entry  system  usually  involves  the  use 
of  more  than  the  single  entry  does.  The  only  additional  book  that  is  absolutely  essen- 
tial is  the  Journal.  Other  books,  such  as  the  Sales  Register,  Purchase  Register, 
Voucher  Record,  etc.,  will  be  described  and  their  uses  noted  in  subsequent  chapters. 
The  books  in  which  an  entry  first  appears  are  called  books  of  original  ontry,  in  which 
all  items  are  entered  in  the  order  of  the  dates  on  which  they  occur.  Ledgers  are  books 
into  which  these  items  are  posted  to  the  appropriate  accounts.  A  ledger  therefore,  is 
not  a  book  of  original  entry,  and  for  that  reason  is  not  accepted  by  the  courts  as  ev- 
idence, unless  the  person  testifying  states  that  he  has  verified  the  postings  from  the 
books  of  original  entry,  making  it  virtually  his  abstract  of  those  books. 

Ledgers  are  divided  into  three  classes,  General  Ledger,  Customers'  Ledger  (also 
called  Accounts  Receivable  or  Sales  Ledger)  and  Creditors'  Ledger  (also  called  Accounts 
Payable  or  Purchase  Ledger).  These  ledgers  may  be  kept  in  separate  books,  or  in  sepa- 
rate subdivisions  of  a  single  book.  The  General  Ledger  is  the  one  in  which  are  placed 
all  the  accounts  of  the  business  except  those  which  are  due  to  the  business  from  the 
sale  of  goods,  or  are  due  by  it  for  purchases.  If  the  books  are  so  unsystematically 
kept  that  no  distinction  is  made  between  the  accounts,  but  they  are  all  mixed  up  in 
one  ledger,  no  specific  name  oan  be  given  to  the  book,  since  it  is  no  longer  exclusively 
devoted  to  those  accounts  which  are  known  as  General  Accounts.  While  it  is  always  an 
advantage  to  keep  the  different  classes  of  acoounts  distinot  from  each  other,  under  any 
circumstances,  it  becomes  imperative  when  Controlling  accounts  are  opened,  as  will 
appear  later. 

In  transferring  the  accounts  from  single  to  double  entry,  when  accounts  have  al- 
ready been  opened  with  customers  and  oreditors,  it  is  not  necessary  to  detail  all  the 
names  of  customers  and  the  amount  due  from  each,  or  the  names  of  creditors  and  the 
amount  due  to  each.  Collective  terms  can  be  used  to  make  one  entry  for  each  class, 
such  as  "Customers,  as  shown  by  ledger,"  with  the  total  amount  due  from  all  oustomors, 
with  a  similar  item  for  the  oreditors, 

It  must  be  understood  that  the  double  entry  books  are  opened  only  from  the  state- 
ment of  condition  made  up  at  the  close  of  the  single  entry  method.  Therefore,  only 
assets  and  liabilities  and  the  proprietor's  capital  are  transferred.  If  any  other 
accounts,  such  as  Merchandise,  Expense  or  Wages  have  been  kept  on  the  single  entry  set, 
they  should  be  ruled  off. 
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JOHN  ADAMS. 
STATEMENT  OP  CONDITION,  FEBRUARY  1,  1904, 

Assets: 
Cash 

Merchandise,  Inventory 
Note,  Peter  Boiler 
Furniture  &  Fixtures 
Horse,  Wagon  &  Harness 
Adam  Smith 
H.  Burt 
J.  M.  Rastall 
T.  W.  Bonner 
James  Robinson 
C.  H.  Murray 
R.  Roberts 
Silas  J one 3 

Liabilities: 

Champion  Mfg.  Co* 

W.  T.  Howard 
Net  Worth 

Net  Worth  January  1. 
Increase  in  Net  Worth 
Add  Personal  Drawings 

Total  Profit  month  of  January  1904 

In  addition  to  which  he  has  prepaid  Insurance  of  $57.38. 


1,948.45 

4,259.70 

24.00 

215.00 

225.00 

41.65 

28.60 

16.45 

40.95 

64.35 

29.35 

59.45 

75.25 

7,028.20 

1,640.00 

160.00 

1.800.00 

5,228.20 

5.000.00 

228.20 

119.75 

347.95 

Copyright  1911,  Charles  H.  Langer. 
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INSTRUCTIONS. 

From  the  statement  of  condition  already  prepared  for  John  Adanstdraft  the  neces- 
sary journal  entries"  for  transferring  his  accounts  to  the  double  entry  system,  and  en- 
ter them  on  the  Journal  blank.  Include  among  the  assets  Insurance  $57.38.  Single 
entry  books  would  not  contain  this  item,  as  it  would  not  he  considered  a  tangible  asset- 
but  double  entry  books  would  include  it,  as  they  take  in  all  the  elements  of  a  business. 
At  present,  Merchandise  will  be  carried  as  a  single  account  and  bo  charged  with  all 
purchases  and  credited  with  sales.  Put  Merchandise  on  page  9,  Insurance  on  11,  Horse 
and  Wagon  on  11,  Furniture  and  Fixtures  on  11,  Notes  Receivable  on  12.  Post  John  Adams, 
Capital,  to  page  15,  not  to  page  7,  which  is  his  personal  account.  The  capital  and 
personal  accounts  should  be  kept  separate. 

PRDBU2M  2. 

Hiram  Jones  kept  his  books  on  the  single  entry  plan.     On  June  30  his  ledger  con- 
tained the  following  balarxses:  A.  Conant,  $216.00  debit,  C.  Arnold  $03.15  debit.  Speci- 
alty Mfg.  Co.  $428.25  credit,  Merchandise  Cash  Sales  #514,45  oredit,  John  Gibbs  $116.35 
debit,  J.  Chapman  $42.80  debit,  J.  Hart  &  Co.  $226.75  credit,  Expense  $128.40  debit, 
Hiram  Jones,  personal  drawings  account  $600.00.     An  inventory  of  merchandise  showed 
$5,248.65  on  hand.    He  also  owned  a  horse  and  wagon  valued  at  $340.00.     He  held  a  note 
of  Abram  Parks  for  $200.00.     The  cashbook  called  for  $623.85  which  was  all  on  hand.     He 
owed  a  note  to  his  bank  for  $500.00.     He  also  owed  Adam  Smith  for  goods  purchased. 
$652.50,  which  does  not  appear  on  the  books. 

Draft  journal  entries  aecessaiy  to  open  a  double  entry  set  of  book3,  exhibiting 
these  conditions.     State  vJiat  would  be  done  with  the  Merchandise  Cash  Sales  and  Expense 
Accounts  and  the  Personal  Drawings  Account,  if  the  same  ledger  is  continued  in  use. 
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SOLUTION  OF  PROBLBI  1. 
The  condition  Dee.  31,  1908  vast 
Assets: 

Merchandise 

Store  Fixtures 

Buildings 

Machinery 

Horse,  Wagon  and  Harness 

Customers 

Notes  Receivable 
Liabilities:, 

Notes  Payable 

Creditors 
Net  Worth 

The  condition  Dec.  31,  1909  was: 
Assetst 

Cash 

Customers 

Merchandise 

Horse,  Wagon  and  Harness 

Store  Fixtures 

Buildings 

Machinery 

NoteB  Receivable 
Liabilities: 

Creditors 

Due  Cleric 
Net  Worth 
Previous  Net  Worth 
Increase  in  Net  Worth 
A.dd  Partners'  Drawings; 

Smith 

Johnson 
Total  Profit 

Smith  is  entitled  to  3/5  of  the  profit 

Of  which  he  has  drawn 

Leaving  his  share 

His  previous  capital  was 

Making  his  present  capital 
Johnson  is  entitled  to  2/5  of  the  profit 

Of  which  he  has  drawn 

Leaving  his  share 

His  previous  capital  was 

JiaJcing  hi 8  present  capital 

Smith's  Capital 
Johnson's  Capital 

TOTAL  NET  WOOTH,   as   above 


6,345.00 

1,800.00 

6,000.00 

8,355.00 

475.00 

3.275.00 

600.00 

26,850.00 

3,200.00 

3.650.00 

6.850.00 

20.000.00 

2,655.00 

5.200.00 

6,300.00 

400.00 

1,900.00 

7,500.00 

10,225.00 

900.00 

35,080.00 

4,180.00 

350.00 

4.530.00 

30,550.00 

20.000.00 

10,550.00 

850.00 

600.00 

1.450.00 

12.000.00 

7,200.00 

850.00 

6,350.00 

12.000.00 

18.350.00 

4,800.00 

600.00 

4,200.00 

8.000.00 

12.200.00 

18,350.00 

12.200.00 

30.550.00 
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CHAPTER  4. 
CLASSIFICATION  OP  ACCUOKTS. 

(1)  NECESSITY  FOR  CLASSIFICATION.     In  Single  Entry,  as  we  have  aeon,  accounts  are 
kept,  as  a  rale  only  ■with  persons,  any  other  accounts,  if  any  are  kept,  being  purely 
memorandums.     In  Double  Entry,  however,  it  is  absolutely  necessary  that  accounts  should 
be  kept  with  all  the  elements  of  the  business,  more  or  less  in  detail,  as  may  be  de- 
sired. 

This  arises  from  the  fact  that  every  debit,  as  has  been  shown,  must  be  offset  by 
an  equivalent  credit  and  every  credit  by  an  equivalent  debit.  Therefore,  Hhen  a  person 
is  debited  or  credited,  there  must  be  something  that  is  oredited  or  debited.  Usually 
this  something  would  not  be  a  person,  but  would  be  the  representative  of  some  element 
of  the  business.  For  instance,  if  merchandise  is  bought  on  credit,  the  credit  to  the 
party  from  whom  bought  would  be  offset  by  a  debit  to  Merchandise  Account. 

(2)  USUAL  CLASSIFICATION.     This  has  led  to  the  classification  of  the  accounts, 
adopted  by  most  writers,  into  two  grand  divisions  of  Personal  and  Impersonal:  the  Im- 
personal being  subdivided  into  Real  and  Nominal,  Thtusi 

PERSONAL  IMPERSONAL 
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REAL  NOMINAL 

According  to  these  authorities,  Personal  accounts  are  those  which  pertain  to  per- 
sons, either  as  debtors  or  creditors,  and  Impersonal  are  all  others.     Real  accounts 
represent  those  assets,  other  than  debts  due  from  persons,  which  have  an  intrinsic  value 
and  which  can  be  sold  if  necessary,  or  those  liabilities,   other  than  those  duo  to  persons, 
which  have  to  be  paid  sooner  or  later.     Nominal  accounts  are  those  which  we  havo  already 
designated  as  temporary  assets  and  liabilities,  and  represent  the  operating  or  trading 
costs  or  profits  of  a  business,  and  are  eventually  credited  or  charged  to  Profit  and  Loss 
account. 

(3)  LOGICAL  CLASSIFICATION.     The  objection  to  this  classification  of  the  accounts 
lies  in  the  neglect  to  specify  the  character  of  the  Personal  accounts  as  Real  or  Nominal. 
Possibly,  this  omission  arises  from  the  faot  that  previous  writers  have  taken  it  for 
granted  that  all  Personal  accounts  would  be  at  once  recognised  as  Real,  but  they  do  not 
say  so.     It  would  seem  more  logical  to  make  the  grand  division  into  Real  and  Nominal  ac- 
counts, and  to  make  the  subdivision  in  the  Heal  accounts  between  Personal  and  Impersonal, 
thus: 

HEAL  NOMINAL 

I 1  r— 

PERSONAL       IMPERSONAL  IMPERSONAL 

This  classification  shows  clearly  that  all  Personal  accounts  are  Real,  while  Im- 
personal accounts  may  be  either  Real  or  Nominal.     Examples  of  Real-Personal  accounts  are 
Customers  and  Creditors;   of  Real-Impersonal  are  Land,  Buildings,  Furniture  and  Fixtures, 
and  Cash;   of  Nominal- Impersonal  are  Salaries,  Expense,  Discount  and  Interest. 

(4)  IMPORTANCE  OF  DISTINCTION.     The   important   thing  is  to  thoroughly  understand  and 
keep  constantly  in  mind  the  distinction  between  those  accounts  which  represent  real  assets 
and  liabilities  and  those  which  are  only  nominal,  in  order  that  the  books  may  record  true 
conditions.     For  instance  if  money  is  spent  for  repairs  to  machinery.  Which,  does  not  in- 
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creaso  its  real  value,  and  it  is  charged  to  the  Machinery  Account,  it  is  plain  that  the 
Real  account  of  Machinery  has  been  inflated  beyond  its  true  value,  while  the  Nominal  Ac- 
count of  Repairs  to  which  it  should  have  been  charged,  does  not  show  the  expense  which 
will  have  to  be  charged  to  Profit  and  Loss  in  the  end.  This  will  make  the  condition  ap- 
pear better  than  it  actually  i3.  On  the  other  hand,  if  the  expenditure  was  for  an  actual 
new  addition  to  the  machinery,  increasing  its  value,  and  it  is  charged  to  Repairs,  the 
Nominal  account  of  Repairs  shows  an  expense  and  eventual  loss  which  has  not  been  incurred 
while  the  Real  account  of  Machinery  is  now  carried  at  less  than  its  actual  value  and  the 
true  condition  of  the  business  is  understated. 

(5)  MIXED  A0C0UIIT3.  Sometimes  an  impersonal  account  may  be  of  a  mixed  charaoter, 
that  is,  it  may  be  partly  real  and  partly  nominal.  Merchandise  is  such  an  account.  At 
the  beginning  of  the  fiscal  period,  say  a  year,  the  account  contains  only  the  Inventory 
of  goods  on  hand  and  is  therefore  a  Real  account.  If  purchases  are  made  and  charged  to 
the  account,  it  still  remains  a  Heal  account,  as  long  as  the  original  inventory  and  the 
new  purchases  remain  on  hand.  As  soon  as  any  goods  are  sold  and  the  sales  credited  to 
thi3  account,  a  nominal  element  has  entered  into  the  account,  since  the  credit  consists 
not  only  of  the  cost  of  the  goods  sold,  but  also  includes  the  profit  on  them,  which  is  the 
Nominal  element.  Even  if  the  sales  are  credited  to  a  Sales  account,  the  Merchandise  ao- 
oount  is  no  longer  a  Real  account,  since  it  includes  not  only  the  goods  actually  on  hand, 
but  also  those  whioh  have  been  taken  out  of  it  and  sold.  This  subject  will  be  further  el- 
ucidated, when  treating  of  the  elimination  of  the  Nominal  accounts  in  closing  the  books 
at  the  end  of  a  fiscal  period.  In  the  process  of  closing,  the  account  is  reduced  again 
to  the  amount  of  the  inventory  of  goods  on  hand  and  is  once  more  a  Real  account,  in 
illustration  may  help  to  make  this  clear. 

MERCHANDISE  ACCOOHT. 

Jan.  1.  Inventory  10,000.00  Sales  during  year  210,000.00 

Purchases  during  year       160,000.00  Dec.  31,  Inventory  15,000.00 

Dec. 31,  Profit  &  Loss  55.000.00  

225.000.00  225.000.00 

Dec. 31,  Balance,  Inventory  15,000.00 

By  this  it  will  be  seen  that  on  January  1,  the  account  represents  the  Real  value 
of  the  goods  actually  on  hand.  As  soon  as  a  sale  was  made,  this  real  value  was  to  a 
certain  extent  destroyed.  On  December  31,  there  was  a  credit  balance  in  the  account  of 
$40,000.00.  If  there  were  no  goods  left  on  hand,  this  would  be  entirely  a  Nominal  bal- 
ance, or  in  other  words,  all  profit.  Since  there  are  goods  on  hand,  the  balance  is 
manifestly  a  combination  of  .the  Real  and  the  Nominal  elements.  The  elimination  of  the 
nominal  element  by  the  transfer  of  $55,000.00  to  the  Profit  and  Loss  account,  brings  the 
account  baok  again  to  a  Real  account  with  a  debit  balance  of  $15,000.00,  which  is  the 
Inventory  of  goods  on  hand. 

THE  MERCHANDISE  ACCOUNT. 

(6)  IMPROPER  AND  PROPER  METHODS  OP  TREATMENT.  The  Merchandise  Account  when  kept 
as  a  single  account  to  include  both  purchases  and  sales  is  rightly  described  by  Tipson 
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as  a  nondescript  account.  To  It  are  charged  not  only  purchases,  "but  also  re- 
turned sales,  Tihile  Its  credits  include  both  sales  and  returned  purchases.  The 
result,  when  there  are  many  purchased  goods  returned  by  the  house,  and  sold  goods 
returned  to  it  by  its  customers,  is  that  both  sides  of  the  account  are  abnormally 
swelled,  both  purchases  and  sales  being  increased  by  the  amount  of  the  returns, 
since  returned  sales  appear  among  purchases  and  returned  purchases  among  the  sales. 
In  consequence,  there  is  no  accurate  comparison  possible  betvreon  the  purchases  and 
sales  of  one  year  with  those  of  another,  without  making  a  detailed  separation  of 
the  items. 

The  proper  method  is  to  keep  at  least  two  accounts.  Merchandise  Purchases 
and  Merchandise  Sales.  To  the  former  is  charged  the  cost  of  all  goods  dealt  in 
by  the  business  and  to  it  are  credited  all  purchased  goods  that  are  returned.  To 
Merchandise  Sales  is  credited  the  selling  price  of  all  goods  sold  and  to  it  are 
charged  all  sold  goods  returned.  The  result  would  be  the  net  purchases  and  the 
net  sales.  Rebates  and  allowances  on  purchases  are  often  credited  to  the  Purcnase 
account  and  those  on  goods  sold  charged  to  the  Sales  account.  If  the  returns  are 
considerable,  it  is  well  to  open  special  accounts  with  them  as  Returned  Purchases 
and  Returned  Sales.  It  may  also  be  advisable  to  open  an  account  with  Rebates  and 
Allowances  on  Sales,  to  show  what  concessions  had  been  made  to  customers. 

Each  account  would  then  furnish  definite  information  which  would  be  of  value 
as  showing  the  course  of  the  business  from  year  to  year,  not  only  from  annual  totals 
but  also  by  the  comparison  of  corresponding  months  in  successive  years. 

If  different  classes  of  goods  are  dealt  in,  it  may  be  advisable  to  obtain  in- 
formation which  will  show  the  course  of  the  business  in  regard  to  each  olass.   In 
such  a  case,  a  separate  account  of  Purchases,  Sales  and  Returns  and  Allowances 
should  be  kept  with  each  class  of  goods. 

(7)  FORM  OF  ENTRIES  III  CASHBOOK  AND  JOURNAL.   In  a  double  entry  set  Of  books, 
the  account  is  the  Important  thing,  as  every  item  must  be  posted  to  some  account 
in  the  ledger.  Therefore,  in  the  Caahbook,  the  account  to  which  the  item  is  to 
be  posted  is  designated  in  the  first  column,  and  the  explanation  or  description 
in  the  second  column,  thus: 

Feb.   1,  Rent  of  store  for  February  45.00 

3,  Expense  feed  for  horse  8.75 

3,  Champion  Mfg.  Co.   invoice  of  January  4,  1,640.00 

In  the  same  way,  in  the  Journal,  the  account  must  be  distinctly  stated,  the 
explanation  following  below  the  entry,  when  the  transaction  is  not  self-explanatory. 


Copyright,  1911,  Charles  H.  Langer 


B«B. 


ens  «";    oj 

•ex. 
an..'.' 

aeaauo-urt  ber. 
biw  eetfatfefl  rfd  tw  .- 

.•It: 

ealMv  to  e<J 

-oJ 

al      .  acelo  c  tote 

eeoruswoff  A  b 

ton  x 


a  ea 

..♦It-sen 

. cellewa 

ti-w  XSfit 

[ 

.ameji  add 

.aeLeP  eeltoaxione: 
i&  tfl  o*  J&a*  eeentawcfei 

■ 
utfen  a>  lia  bogn-arfr 

ills,  bos  ae-adaH     .aelB8  tfei: 

! 

y.iw  ■  J I      .  t 

. e^ lac 
lexW  -tairoooa  cfosa 

arf£  '  snlwc- 


ee  a  ,  ee.es  a  tioin 

hi  skif 


.'oaaixan*  erf*  sed 


JOURNAL  ENTRIES,  OPENING  DOUBLE  ENTRY  BOOKS  OP  JOH1I  ADAIIS,  FEBRUARY  1,   1904. 

Cash,  as  per  Caahbook  1,948.45 

9,     Merchandise  Inventory  4,259.70 

11,  Insurance  57.38 

12,  Notes  Receivable,  Peter  Boiler  24.00 
11,  Furniture  &  Fixtures  ,  215.00 
11,     Horse,  Wagon  &  Harness  225.00 

Adam  Smith  41.65 

H.  Burt  28.60 

J.  M.   Rastall  16.45 

T.  W.  Bonner  40.95 

James  Robinson  64.35 

C.  H.  Murray  29.35 

R.  Roberts  59.45 

Silas  Jones  75.25  356.05 

15,  To  John  Adams,  Capital  7,085.58 

To  place  assets  on  the  hooks. 
15,     John  Adams,  Capital  1,800.00 

To  Champion  Mfg.  Co.  1,640.00 

W.  T.  Howard  160.00 

to  place  liabilities  on  the  books. 

Note.  As  the  Customers  and  Creditors  are  already  on  the  ledger,  the  folios 
aro  not  put  opposite  their  names.  All  the  other  accounts  must  be  opened  on  the  pages 
indicated. 

SOLUTION  PROBLEM  2. 

A  compound  Journal  entry  to  open  the  new  30t  would  be  as  follows t 

*A.  Conant  216.00 

*C.  Arnold  83.15 

•John  Gibbs  116.35 

•J.   Chapman  42.80 

Merchandise,   Inventory  5,248.65 

Horse  &  Wagon  340.00 

Notes  Receivable  (A.  Parks)  200.00 

Cash,  as  per  Cashbook  623.85 

To  Adam  Smith  652.50 

*  Specialty  Mfg.   Co.  428.25 

*  J.  Hart  &  Co.  226.75 
Notes  Payable  500.00 
Hiram  Jones,  Capital                                                                                  5,063.30 

The  items  marked  *  are  already  on  the  books  and  should  be  checked  off  as  already 
posted.     The  others  are  new  and  an  account  should  be  opened  with  each  one  on  the   ledger. 
In  the  case  of  Cash,   it   is  optional  whebher  an  account  is  opened  with  it  on  the  ledger 
or  not.     The  accounts  of  Merchandise  Cash  Sales,  Expense  and  Hiram  .Tones,  Drawings 
which  were  on  the  ledger  are  canceled  by  merely  drawing  a  red  line  under  them 
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DIARY  OP  EVENTS. 
FEBRUARY  1904. 

To  avoid  useless  repetition  of  detail,  Cash  Sales  are  given  in  weekly  totals. 

The  new  accounts  that  it  will  be  necessary  to  open,  in  addition  to  those  called  for 
Dy  the  opening  Journal  entries,  are  Expense,  (8)  Rent,  (13)  Discount,  (13)  Interest,  (13) 
Notes  Payable  (12)  and  Salaries  (12). 

1.  Pays  rent  of  store  for  February  $45.00.  Purchased  from  Paragon  Mfg.  Co.  (6) 

on  credit,  goods  for  $236.95,  terms  2^,  10  days,  net  30  days.  Sold  R.  L.  Long  (6)  goods 
for  $148.67;  H.  M.  Rowe  $74.23  and  Hiram  Goodrich  $59.26. 

Note.  For  the  present,  all  entries  other  than  cash  will  be  recorded  in  the  journal. 
The  above  entries  would  appear  as  follows: 

Merchandise  236.95 

TO  Paragon  Mfg.  CO.  236.95 

R.  L.  Long  148.67 

H.  M.  Rowe  74.23 

Hiram  Goodrioh  59.26 

To  Merchandise  282.16 

2.  H.  Burt  settles  his  aocount  in  full  for  $26.00,  being  allowed  $2.60  for 
damaged  goods.  Sells  goods  to  Adam  Smith  $73.45,  J.  M.  Rastall  $107.25  and  James 
Robinson  $61.20. 

3.  J.  M.  Rastall  pays  $16.45.  Pays  $8.75  oash  for  horse  feed.  Discounts  his 
note  First  National  Bank  for  $300.00  due  March  2nd,  the  net  proceeds  being  $299.00. 
Pays  account  of  Champion  Mfg.  Co.  $1,640.00. 

4.  Draws  for  personal  use  $25.00.  Buys  from  Brown  Mfg.  Co.  goods  for  $568.50, 
terms  2%   ten  days,  net  30  days.  Sells  H.  Burt  goods  for  $46.75.  T.  W.  Bonner  pays  his 
account  in  full  $40.95. 

5.  James  Robinson  pays  last  month's  account  of  $64.35.  Discovers  that  the  sale 

of  $61.20  on  the  2nd  charged  to  James  Robinson  should  have  been  charged  to  Thomas  Robin- 
son, (14)  and  makes  journal  entry  to  correct  the  error.   Sells  goods  to  R.  Roberts  for 
$231.65  and  Silas  Jones  for  $28.60. 

6.  Pays  his  clerk's  salary  $9.00.  Pays  C.  P.  Arnold,  accountant,  $15.00  for 
opening  double  entry  books.  Pays  personal  grooery  bill  of  $10.65.  Pays  account  of 
W.  T.  Howard  $160.00.  Sells  Peter  Boiler  goods  for  $42.35  and  H.  M.  Rowe  for  $18.60 
Cash  Sales  for  the  week  were  $256.82. 

8.  Returns  to  Brown  Mfg.  Co.  goods  invoiced  at  $37.50,  being  defective.  Buys 
$5.00  worth  of  pastage  stamps.  Adam  Smith  pays  last  month's  aocount  of  $41.65  and  buys 
another  bill  amounting  to  $93,28. 
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9.  Refunds  $6.50  for  a  lawn  mower  sold  to  a  cash  customer  on  the  5th*     Mrs* 
Adams  gets  #10.00  oaah.     Sells  Hiram  Goodrioh  goods  for  $48.75. 

10.  R.  L.  Long  settles  his  account  by  a  note  due  March  2d  for  $148.67,  without 
interest.     Pays  $7.50  for  coal  for  stove  in  store.     Sells  Jamos  Rohinson  gooda  for 
$87.38. 

11.  Fays  Paragon  Mfg.  Co.  $232.21,  discount  being  $4.74.     Buys  from  Mercantile 
Hardware  Co.  goods  for  $923.50,  terms  2#  10  days,  net  30  days.     Sella  R.  L.  Long  goods 
for  $38.40  and  Thomas  Robinson  $73.80. 

12.  Sella  C.  H.  Murray  gooda  for  $47.32.     Buys  from  W.  T.  Howard  bill  of  $225.00, 
terma  2$  10  days,  net  30  days.     Pays  veterinary  surgeon  $6.00  for  treatment  of  horae. 

13.  Pays  aalary  of  oleric  $9.00,  and  for  shoeing  horse  $2.00.     Cash  sales  for 
the  week  $302.12. 

After  the  above  transactions  are  entered  on  the  caahbook  and  journal,  they  must 
be  posted  to  the  appropriate  accounts  on  the  ledger. 

Note.     In  the  Cashbook,  the  important  thing  about  an  entry  is  the  account  to 
which  the  amount  ia  to  be  credited  or  charged.     Therefore,  the  name  of  the  account  Is 
placed  in  the  first  coluran  and  the  explanation  in  the  aecond  column.     For  example: 
Merchandise  Cash  Sales  of  week  256.82 

Exponse  C.  P.  Arnold  15.00 

Number  the  pages  of  the  Cashbook  and  Journal,  insert  the  ledger  page  number  of 
an  item  when  posted,  and  on  the  Ledger  insert  the  page  number  of  the  Cashbook  or 
journal  in  the  folio  column  of  the  ledger,  the  narrow  column  just  in  front  of  the 
amo\«it.     On  the  ledger,  designate  the  book  from  which  the  item  comes  as  C.   1,  J.  3, 

Bo  not  close  the  Cashbook  and  carry  forward  the  balance  until  the  end  of  the 
month,  but  add  up  all  the  columns  in  small  pencil  figures  at  the  end  of  each  lesson. 
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CHAPTER  5. 

VALUE  OP  CORRECT  ANALYSIS. 

(1)  ANALYSIS  ESSENTIAL  TO  CLASSIFICATION.  The  principal  value  of  oorrect 
accounts  is  in  the  information  that  they  furnish  as  to  the  character  and  course 
of  the  business.  In  order  to  arrive  at  this  information  it  is  necessary  that  the 
movement  of  the  "business  be  more  or  less  minutely  analyzed.  This  analysis  con- 
sists of  such  a  study  of  the  different  items  that  enter  into  the  operation  of  a 
business,  that  their  real  nature  may  be  known,  and  the  effect  on  the  final  profit 
or  loss  may  be  determined.  Without  such  an  analysis,  the  detailed  classification  of 
accounts  is  of  little  value,  because  it  would  not  be  based  on  an  intelligent  know- 
ledge of  the  reasons  for  placing  any  particular  item  in  the  class  to  whioh  it  logically 
belongs . 

For  instance,  it  Is  important  that  the  item  of  freight  should  be  properly  classi- 
fied, when  a  factory  pays  any  considerable  amount  for  freight  on  material  or  supplies 
received  by  it,  and  also  sells  a  part  of  its  goods  delivered  and  therefore  pays  the 
freight  on  them  to  destination.  If  only  one  account  of  Freight  is  kept,  there  is  no 
way  to  tell  what  it  costs  to  get  the  material  to  the  factory,  which  is  a  part  of  the 
manufacturing  expense,  or  what  is  the  expense  of  sending  the  goods  to  the  customers, 
which  is  a  cost  of  the  selling.  A  proper  analysis  of  the  freight  paid  will  result 
from  such  a  study  of  the  conditions  attendant  upon  each  item  as  will  determine 
whether  it  is  a  proper  addition  to  the  cost  of  material  to  bo  used  in  the  factory, 
or  is  a  legitimate  charge  to  the  cost  of  delivering  the  goods  to  a  customer,  and  will 
lead  to  the  correct  classification  of  the  freight,  and  the  charging  of  the  right 
amount  to  Freight  In  or  to  Freight  Out,  giving  all  the  information  that  it  is  essen- 
tial to  have  in  regard  to  this  important  item. 

The  ability  to  make  this  analysis,  and  therefore  the  correct  classification  of 
the  elements  of  a  business,  may  often  mean  the  power  to  make  a  business  successful. 
It  is  not  sufficient  for  the  proprietor  to  know  that  he  recoived  so  much  money  and 
expended  so  much  less,  and  therefore  has  made  a  certain  profit,  even  if  that  were 
a  correct  way  of  ascertaining  a  profit.  If  the  profit  of  one  year  is  greater  than 
that  made  the  year  before,  he  is  desirous  of  knowing  in  what  particulars  his  business 
has  improved,  in  order  that  he  may  still  further  stimulate  the  profit  making  elements. 
If,  on  the  other  hand,  his  profit  is  less  than  it  has  been,  it  is  still  more  vitally 
important  that  he  should  know  vrtiere  there  are  leaks  to  be  stopped,  or  -.vhere  economies 
may  be  introduced.  We  have  seen  that  it  is  advantageous  to  analyze  the  Merchandise 
Account,  in  order  to  ascertain  the  net  sales  from  year  to  year  and  the  cost  of  the 
goods  sold.  A  variation  in  the  proportion  between  them  may  explain  an  increase  or 
decrease  in  the  year's  profits. 

(2)  NECESSITY  OF  DETAILED  CLASSIFICATION.  In  the  same  way,  it  Is  important 
to  know,  in  more  or  less  detail,  all  the  other  elements  that  make  for  profit  or 
loss.  If  a  manufacturing  company  charged  all  the  cost  of  making  and  selling  its 
goods  to  one  account  of  General  Expense,  it  would  be  difficult  for  them  to  account 
for  any  Increase  or  decrease  in  the  yearly  profit.  But,  if  they  kept  accurate  ac- 
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counts  with  Labor,  Power,  Factory  Supplies  and  other  items  incident  to  the 
manufacturing,  they  would  be  able  to  tell  whether  it  is  costing  then  moro  or 
less  to  make  their  goods  than  it  has  in  the  past.  If  they  kept  the  same  kind 
of  records  in  regard  to  the  salaries  paid  to  salesmen  and  the  traveling  expense 
incurred  by  them,  with  advertising  and  other  items  incidont  to  the  selling  of  the 
goods,  they  would  have  the  same  knowledge  as  to  the  relative  cost  of  selling  from 
year  to  year.  An  intelligent  review  of  this  detailed  information  will  enable  them 
to  take  steps  to  out  down  excessive  expense  in  any  department  in  which  it  may  ap- 
pear. 

(3)  ASSETS  AND  LIABILITIES.  One  of  the  most  important  classifications  is  that 
of  Assets  and  Liabilities.  They  are  divided  into  two  general  groups.  Fixed  and 
Floating,  acoording  to  their  character  and  purpose. 

FIXED  ASSETS  are  those,  like  land  and  buildings,  machinery  and  tools,  which 
are  permanent  investments,  used  in  the  prosecution  of  the  business,  and  which  are 
not  intended  for  sale.  FLOATING  ASSETS  are  those  which  are  not  permanent  invest- 
ments, but  are  intended  for  sale,  either  in  their  present  condition  as  finished 
goods,  or  as  the  elements  out  of  which  finished  goods  will  be  made,  or  such  as  are 
the  results  of  sales  already  completed.  Examples  of  these  three  classes  of  Float- 
ing Assets  are,  goods  ready  to  ship,  raw  material,  and  accounts  receivable  and 
cash.  Floating  assets  are  often  called  Current,  Active  or  Circulating. 

FIXED  LIABILITIES  are  those  not  immediately  payable,  such  as  Capital,  Bonds 
and  Surplus.  They  are  of  a  permanent  character,  intended  to  furnish  funds  for  use 
in  the  business,  and  are  not  subject  to  frequent  change.  FLOATING  LIABILITIES  are 
those  which  must  be  paid  at  once,  or  within  a  short  time,  and  that  are  constantly 
changing,  such  as  Accounts  and  Notes  Payable. 

The  same  asset  may  be  floating  as  to  one  concern  and  fixed  as  to  another.  An 
engine  is  a  floating  asset  in  the  factory  in  which  it  was  made  for  sale,  but  a  fixed 
asset  in  the  factory  which  has  bought  it  for  the  purpose  of  driving  its  machinery. 

(4)  CAPITAL  AND  REVENUE  EXPENDITURES.  Corresponding  to  the  classification  of 
Fixed  and  Floating  Assets  and  Liabilities,  Expenditures  are  divided  into  two  classes, 
designated  as  Capital  Expenditures  and  Revenue  Expenditures. 

CAPITAL  EXPENDITURES  are  those  which  result  in  the  acquisition  of  permanent 
property,  not  intended  for  sale,  or  in  other  words,  of  fixed  assets.  REVENUE  EX- 
PENDITURES are  those  which  are  made  in  the  regular  operations  of  a  business,  with 
the  expectation  that  their  ultimate  result  will  be  the  production  of  profit  or 
Revenue . 

(5)  EXPENDITURE  AND  EXPENSE.  The  distinction  must  be  carefully  noted  betvreen 
Expenditure,  which  is  the  paying  or  engaging  to  pay  money  for  something,  and  Ex- 
pense, which  is  limited  to  those  expenditures  which  are  part  of  the  cost  of  carry- 
ing on  a  business.  Buying  a  horse  and  buying  hay  are  both  expenditures.  The  horse 
is  not  an  expense,  but  an  investment  of  capital,  in  hopes  that  his  use  may  result 
in  profit.  The  hay  is  an  expense,  because  it  is  part  of  the  cost  of  keeping  the 
horse,  and  of  making  him  capable  of  producing  the  profit. 

(6)  ADDITIONS  TO  FIXED  ASSETS.  Capital  Expenditures  are  not  only  the  original 
cost  of  a  fixed  asset,  but  also  those  which  add  a  distinct  value  to  an  asset  al- 


Copyright,  1911,  Charles  H.  Lancer 


#5-3. 
ready  owned.  If  this  addition  is  an  entirely  new  thing,  the  whole  cost  is  charge- 
able as  a  capital  expenditure,  but  if  it  is  merely  the  substitution  of  a  dearer  for 
a  cheaper  thing,  only  the  difference  in  cost  should  be  so  charged.  Thus,  if  a 
railroad  lays  a  mile  of  new  track  for  a  siding,  where  none  existed  before,  it 
should  oharge  the  cost  to  the  investment  or  capital  account  of  Construction  of 
Road.  But  if  it  lays  heavy  rails  to  replace  light  ones  on  an  old  roadbed,  only 
the  excess  of  cost  of  the  heavy  over  the  light  rails  would  be  chargeable  to  Con- 
struction, the  balance  being  charged  to  the  expense  account  of  Maintenance,  as  an 
expression  of  the  cost  of  having  used  up  the  light  rails.  As  the  original  cost 
of  the  light  rails  was  charged  to  Construction  at  the  time  they  were  laid,  the 
charge  of  the  difference  now  will  leave  in  Construction  account  the  entire  cost  of 
the  heavy  rails.  If  the  entire  cost  of  the  heavy  rails  were  charged  to  Construct- 
ion, that  account  would  contain  the  cost  of  both  the  light  and  the  heavy,  with  only 
the  heavy  rails  on  hand  to  show  for  it. 

(7)  IMPORTANCE  OF  CORRECT  CLASSIFICATION.  The  importance  of  distinguishing 
between  these  two  classes  of  expenditures  arises  from  the  effect  that  a  wrong 
charge  has  on  the  revenue  or  profits  and  on  the  valuation  placed  on  the  permanent 
investment  in  the  business.  This  may  become  very  serious,  as  in  the  case  of  an 
electric  light  company  which  charged  all  the  incandescent  lamps  purchased  during 
several  years  to  Lamp  Investment  account.  The  cost  of  enough  lamps  to  fit  out  all 
their  customers  was  a  legitimate  charge  to  this  account,  but  all  the  lamps  that  had 
been  used  to  replace  those  burned  out  should  have  been  charged  to  Maintenance  ac- 
count, as  an  expense.  The  consequence  of  the  wrong  charge  was  that  the  expense  of 
those  years  had  been  very  largoly  understated,  and  a  correspondingly  large  over- 
statement of  the  profits  had  baon  made.  There  also  resulted  a  false  statement  of 
the  value  of  the  lamps  owned  by  the  company  in  the  hands  of  consumers.  In  the  same 
way  they  had  wrongly  charged  the  cost  of  replacing  the  roof  on  the  power  house  and 
of  repainting  all  their  poles  to  Plant  account.  A  proper  adjustment  of  these  and 
other  similar  accounts  by  an  accountant  resulted  in  such  a  poor  showing  of  the  busi- 
ness that  intending  purchasers  refused  to  buy  it. 

The  test  to  be  applied  is  to  determine  whether  actual,  permanent  value  has  been 
added  to  the  fixed  assets  and  how  much  the  addition  amounts  to.  \7hile  value  has  been 
added  to  the  fixed  assets,  no  value  has  been  added  to  the  business  itself,  but  only 
a  change  in  the  foim  of  the  assets  from  money  to  property  lias  been  effected.  That 
is,  if  a  machine  is  purchased  by  giving  $1,000.00  in  cash  for  it,  it  is  a  capital 
expenditure,  because  the  fixed  asset  of  machinery  is  increased,  but  since  the  float- 
ing asset  of  Cash  has  been  correspondingly  decreased,  the  net  worth  of  the  business 
is  not  affected. 

The  thing  which  adds  value  to  the  business  itself  is  Revenue,  which  is  any 
element  in  the  operation  of  a  business  which  creates  value  for  it,  or  in  other 
words,  aids  in  making  a  profit,  as  for  instance,  the  sale  of  goods  for  more  than 
they  cost,  the  earning  of  commissions,  interest  and  other  similar  items. 
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DIARY  OP  EVENTS 
FEBRUARY,   1904,  Continued. 

15.  Draws  for  personal  account  #15.00.     Pays  Brown  Mfg.  Co.  account  of 
$531.00  less  2$  cash  discount.     Sells  T.  W.  Bonner  goods  for  $83.10  and  takes  his 
note  due  in  60  days  without  interest  in  settlement. 

16.  Buys  of  Acme  Furniture  Co.  on  credit,  additional  show  cases  for  #28.00. 
Sells  Hiram  Goodrioh  bill  of  #10,20  and  H.  Burt  #23.80.  Adam  Smith  pays  his  bill 
of  2d,  #73.45,  and  of  the  8th,  #93.28  less  7$  discount  #1.86. 

17.  Reoeives  #60.00  interest  on  a  mortgage  held  outside  of  the  business. 
Sells  J.  M.   Rastall  goods  for  #58.30.     C.  H.  Murray  returns  goods  invoiced  to  him 
at  $9.15  and  pays  #67.52  balanoe  of  his  acoount. 

18.  Exchanges  his  horse  for  a  better  one,  paying  $50.00  in  cash.  Sells  C.  H. 
Murray  goods  for  #8.25  and  R.  Roberts  #162.85.  R.  Roberts  pays  his  January  aocount 
of  $59.45. 

19.  Sells  Silas  Jones  goods  for  $36.45,  R.  L.  Long  $74.80,  and  H.  M.   Rowe 
$46.35.     Buys  of  Champion  Mfg.  Co.  goods  for  $468.40,  net  30  days.     Draws  for  person- 
al use  $20.00. 

20.  Pays  salary  of  cleric  $9.00.     Pays  Mercantile  Hardware  Co.  #905.03  in  settle- 
ment of  their  invoice  of  11th,  less  discount.     Sells  Peter  Boiler  goods  for  $10.15. 
Cash  Sale3  for  week  $387.30. 

22.  Pays  $5.00  on  account  of  local  celebration  of  Washington's  Birthday.     Buys 
of  Mercantile  Hardware  Co.  $265.50,   terns  2$  10  days,  net  30. 

23.  Pays  fl.  T.  Howard  account  of  $225.00,  less  $4,50  discount.  Sells  James 
Robinson  goods  $189.40.     Silas  Jones  pays  last  month's  account  $75.25. 

24.  Pays  #22,50  taxes  on  real  estate  held  by  him  not  belonging  to  the  business. 
Sells  Silas  Jones  goods  $28.35  and  Adam  Smith  $116.40.     Returns  to  Mercantile  Hard- 
ware Co.  goods  invoiced  at  #16.50. 

25.  W.   T.  Howard  returns  check  of  $220.50.   which  he  refuses  to  accept,  as  it 
was  sent  after  discount  date.      Returns  check  to  Howard  with  another  check  for  $4.50. 
Sells  Thomas  Robinson  goods  for  #89.75. 

26.  Draws  for  personal  use  $25.00,  Sells  C.  H.  Murray  goods  for  $31.15  and 
H.  M.   Rowe  $23,30-     Buys  of  Brown  Mfg.   Co.  $123.30  net  30  days. 

27.  Pays  salary  of  olerk  $9.00.  Pays  $5.00  for  advertisement  in  program  of 
church  bazaar.     Sells  J.  M.   Rastall  goods  $63.40.     Cash  Sales  for  week  $415.65. 

29.     Pays  gas  bill  for  store  $13.80  and  personal  bill  $3.60.     Sells  Hiram 
Goodrich  goods  for  #37.90.     Cash  Sales  for  day  $56.45. 
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CHAPTER  6. 
THE  LEDGER. 

(1)  FUNCTION  OP  THE  LEDGER.  In  the  books  of  original  entry  the  transactions  of  a 
business  are  entered  in  the  order  of  their  date.  There  is  no  opportunity  tc  group 
them  according  to  the  subjects  to  which  they  refer,  except  to  a  limited  extent  in  the 
journal,  as  we  have  seen,  or  in  columnar  books  to  be  described  later.  In  this  con- 
dition the  information  in  regard  to  any  particular  subject  is  not  available  for  ready 
reference.  The  situation  is  like  that  of  a  storekeeper  who  had  piled  all  his  goods  on 
his  counters  in  the  order  in  which  they  were  received.  He  would  know  that  they  were 
all  there,  but  would  have  trouble  in  finding  any  desired  article  or  class  of  articles. 
It  is  necessary  for  him  to  sort  them  out  and  to  put  each  class  of  article  on  an 
appropriate  shelf,  where  it  can  be  easily  reached  when  wanted  and  wfhere  information  as 
to  the  amount  on  hand  can  be  quickly  ascertained.  The  more  systematic  the  plan  of 
arrangement  on  the  shelves,  the  easier  will  be  the  subsequent  work  and  the  more  com- 
plete the  information  obtainable. 

This  sorting  of  the  items  on  the  books  of  original  entry  consists  in  posting  them 
to  accounts  on  the  ledger.  An  account  is  a  group  of  items  whose  characteristics  are 
identical  or  so  nearly  similar  as  to  make  them  fit  into  the  class  represented  by  the 
account.  The  first  thing,  then,  to  do  in  opening  a  ledger  is  to  determine  to  what  ex- 
tent the  classification  must  be  carried  out  to  furnish  the  information  desired.  This 
will  depend  on  the  character  of  the  business,  and  the  judgment  of  the  bookkeeper  must 
be  exercised  to  open  such  accounts  as  will  best  serve  the  purpose,  and  afterwards,  to 
classify  the  items  by  posting  them  to  the  accounts  to  which  they  logically  belong. 

(2)  POSTING.  In  the  practical  work  of  posting  it  is  important  that  the  connection 
between  the  ledger  and  the  original  book  should  be  clearly  indicated.  This  is  done  by 
inserting  the  number  of  the  ledger  page  (folio)  in  the  column  provided  for  that  pur- 
pose in  the  original  book,  and  of  the  page  of  the  original  book  in  the  folio  column  on 
the  ledger.  The  item  can  then  be  traced  from  either  book  to  the  other.  As  the  page  in 
use  in  one  book  of  original  entry  is  liable  to  have  the  same  number  as  some  other  book, 
it  is  best  to  indicate  in  the  ledger  what  book  the  posting  is  from  by  placing  the  in- 
itial of  the  book  in  front  of  the  page  number.  Another  important  point  is  that  the 
year  should  always  be  indicated  in  the  date  column,  not  only  of  the  ledger,  but  of 
every  other  book  as  well.  Many  bookkeepers  are  careless  about  this,  and  thus  cause 
needless  confusion  and  annoyance  to  those  who  afterwards  consult  the  accounts. 

(3)  CORRECTING  POSTINGS.  Sometimes  an  entry  is  made  in  the  ledger  correcting  or 
changing  an  entry  made  in  an  earlier  month,  usually  an  item  posted  to  a  wrong  account. 
It  is  the  habit  of  some  bookkeepers  to  cancel  the  erroneous  entry  on  the  ledger  by 
ruling  it  out,  and  then  to  make  the  entry  in  the  correct  account  as  it  vrould  have  been 
made  originally  in  that  account,  if  no  error  had  occurred.  In  this  way  it  often  hap- 
pens that  a  transaction  of  an  earlier  month  appears  on  the  ledger  as  subsequent  to 
those  of  later  months.  The  correcting  entry  should  be  given  the  date  of  the  month  in 
which  the  correction  was  made,  and  a  notation  should  he  made  in  the  Remarks  column  of 
the  ledger,  indicating  the  earlier  date. 
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#6—2. 
A  better  way  is  to  mate  the  correction  by  a  Journal  entry,   explaining  the  error, 
though  it  can  be  made  by  what  la  known  aa  a  ledger  transfer.     That  is,  correcting 
entries  may  be  made  directly  on  the  ledger,  reference  being  made  on  each  ledger 
account  to  the  folio  of  the  other.     This  Is  a  very  common  practice  in  England,  but  in 
this  country  the  journal  entry  is  usually  employed. 

(4)  USE  OF  REMARKS  COLUMN.     The  Remarks  column  in  a  ledger  is  intended  for  ex- 
planatory notes  in  regard  to  the  Items,  such  as  the  terms  of  a  sale  in  a  customer's 
account  as  2gf  10,  net  30.     This  saves  the  trouble  of  referring  to  the  original  entry 
when  the  customer  pays.    When  he  pays,  the  notation  in  the  Remarks  column  would  be 
-Cash",  if  ho  did  not  take  advantage  of  the  discount,  and  "Cash  &  Discount",  showing 
the  rate  of  discount,  if  he  did,  with  a  further  memorandum  of  the  amount  on  which  he 
took  the  discount,  if  only  a  portion  of  the  payment  was  entitled  to  it.     These  nota- 
tions are  especially  advantageous  in  the  account  of  a  customer  aa  by  means  of  them  it 
can  be  seen  at  a  glance  just  what  has  been  the  course  of  his  account,  as  to  whether 
he  has  taken  his  discounts  or  has  been  slow  in  paying  or  any  other  thing  worth  noting. 
In  many  other  accounts  short  explanations  of  tho  items  will  be  found  a  great  conven- 
ience. . 

(5)  ORDER  OP  ACCOUNTS.     The  accounts  in  a  ledger  should  always  be  arranged  In 
three  divisions,  first,  the  General  accounts,  which  record  all  the  transactions,  which 
are  concerned  with  the  capital  and  operations  of  the  business  and  with  individual 
officers  and  employees;  second,  the  Accounts  Payable  which  include  only  those  persona 
from  whom  goods  are  bought;  and  third,  Customers*  Accounts  or  Accounts  Receivable 
which  include  only  those  persons  to  whom  goods  are  sold.     In  a  large  business  each  of 
those  divisions  is  kept  in  a  separate  ledger.     In  a  comparatively  small  business  it  la 
frequently  the  case  that  no  distinction  is  made  between  the  accounts,  but  they  are 
opened  indiscriminately  all  through  the  ledger.     When  this  is  done,  the  total  amount 
due  to  or  from  outside  persons  cannot  be  readily  ascertained.     In  the  general  ledger, 
the  accounts  should  be  arranged  as  nearly  as  possible  in  the  order  in  which  they 
appear  in  the  Balance  Sheet  and  Revenue  Aocount. 

(6)  FORMS  OF  LEDGERS.     Ledgers  are  made  with  an  almost  Infinite  variety  of  rul- 
ings.    They  can  be  designated  In  a  general  way  as  the  Ordinary,  the  Balance  and  the 
Progressive  Ledger.     Any  of  the  forms  may  be  bound,  loose-leaf  or  card,  with  the  ex- 
ception of  the  progressive  ledger,  which  cannot  well  be  kept  on  cards. 

The  ordinary  ledger  Is  usually  ruled  with  these  columns: 
Date.  -  Remarks.  -  Polio.  -  Amount.         Date.  -  Remarks.  -  Folio.  -  Amount. 

Sometimes  the  amount  columns  are  brought  together  thus: 
Date.  -  Remarks.  -  Folio.  -  Amount.        Amount.  -  Folio.  -  Remarks.  -  Date. 

In  ascertaining  the  balance  on  either  of  these  forms  both  amount  columns  are  add- 
ed up,  the  balance  being  the  difference  between  them.     In  bringing  down  the  balance  of 
an  account,  the  balance  ia  inserted  in  red  ink  in  the  smaller  column,  making  the  two 
columns  add  up  the  same.     Both  columns  are  ruled  off  with  red  ink  and  the  balance  is 
brought  down  to  the  opposite  side  of  the  account  in  black  ink. 

Some  bookkeepers  carry  this  idea  of  ruling  off  an  account  and  bringing  down  the 
balance  to  such  an  extreme,  that  they  do  it  when  there  is  only  one  item  in  the  account, 

thus- 

CAPITAL. 

*„.  a,  1909  Balance  *»  J0M2b2&      Jan.  1,  1909  Balance  ^Og^ 

Jan.  1,  1910  Balance  down     100,000.00 
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This  is  zaanifestly  useless,  and  is  open  to  the  further  objection  that  the  date 
of  the  original  entry  is  lost  sight  of.  In  fact,  there  is  no  real  necessity  for 
striking  a  balance  and  bringing  it  down,  even  vhen  there  are  a  number  of  entries  in 
an  account,  provided  all  the  entries  are  on  the  same  side,  because  the  pencil  footing 
of  the  items  is  the  balance. 

In  a  customer's  account,  it  is  sometimes  of  advantage  to  rule  off  the  account 
whenever  it  is  fully  paid,  as  in  this  way  it  can  be  told  at  a  glance  whether  the  cus- 
tomer is  in  the  habit  of  making  prompt  settlements.  On  the  other  hand,  it  may  be 
better  not  to  rule  off  the  account,  until  the  end  of  the  sear,  as  in  this  way  the 
volume  of  the  customer's  business  for  the  year  is  readily  found  from  the  footing  of 
the  account. 

The  balance  ledger  shows  the  balance  of  the  aooount  every  time  an  entry  is  made 
in  it.  Its  usual  ruling  provides  for  the  following  columns: 

Date.  -  Hemarks.  -  Folio*  -  Debits*  -  Credits*  -  Dr.  Balance*  -  Cr.  Balance. 
Although  there  is  often  only  one  Balance  column,  the  nature  of  the  balance  being  in- 
dicated by  a  prefix  of  Dr.  or  Cr.  In  this  form  of  ledger  the  debits  and  credits 
follow  each  other  consecutively,  and  are  seldom  added  up,  the  balance  being  found  by 
adding  or  deducting  each  item  to  or  from  -che  last  previous  balance. 

The  progressive  ledger  is  sometimes  called  the  Boston.  In  it  each  account  is 
given  a  line  instead  of  a  page  and  is  kept  horizontally  along  the  line.  Its  ruling 
is  as  follows: 

(  Month  )  (  llonth  ) 

Name*  -  Balance*  -  Debit*  -  Credit*  -  Balance*  -  Debit.  -  Credit*  -  Balance* 
A  narrow  column  for  the  number  of  the  day  may  be  inserted  before  the  debit  and  credit 
columns* 

The  first  column  shows  the  balance  at  the  beginning  of  the  first  month,  the 
second  the  items  charged  to  the  account  during  the  month  and  the  third  the  items  cred- 
ited during  the  month.  The  balance  is  then  struck  and  inserted  in  the  next  column 
to  begin  the  next  month.  This  process  is  repeated  on  the  same  line  for  twelve  months 
The  advantages  of  this  form  of  ledger  are  that  the  Balance  columns  added  up  to  the 
end  of  the  book  will  constitute  the  trial  balance,  and  the  debit  and  credit  totals 
can  be  checked  against  the  sum  of  all  the  debits  and  credits  in  the  books  of  original 
entry.  The  accuracy  of  the  additions  and  the  extension  of  the  new  balances  on  each 
page  can  be  proved,  because  the  totals  of  each  page  should  balance  across.  The  dis- 
advantage is  the  lack  of  elasticity*  as  there  is  no  way  to  take  care  of  a  sudden  in- 
crease in  the  number  of  items  beyond  the  oapacity  of  the  lines  allotted  to  any  per- 
son. Each  ledger  is  limited  to  one  year,  when  all  the  names  and  balances  that  are 
open  have  to  be  transferred  to  a  new  ledger.  If  an  aocount  is  opened  on  a  line  with 
one  transaction,  the  rest  of  that  line  is  wasted  if  there  are  no  more  dealings  with 
that  person. 

The  advantages  of  a  loose-leaf  ledger  are:  the  elimination  of  accounts  that  are 
no  longer  active,  the  possibility  of  arranging  the  sheets  in  strictly  alphabetical 
order,  doing  away  with  the  necessity  for  an  index,  and  the  keeping  together  of  all 
the  sheets  containing  each  account  in  a  transfer  binder,  keeping  only  the  last  sheet 
of  an  active  account  in  the  current  ledger,  instead  of  having  to  refer  to  different 
ledgers  When  the  account  has  run  for  a  long  time.  The  disadvantages  are  that  there 
are  required  a  very  large  number  of  sheets,  since  only  one  account  should  ever  be 
opened  on  a  sheet  and  that  the  leaves  are  not  as  easily  turned  as  in  a  bound  book. 
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A  card  ledger  is  similar  to  a  loose-leaf  ledger  in  that  each  account  is  kept  on 
a  single  sheet,  which  is  stiff  enough  to  stand  tip  in  a  case  instead  of  being  insert- 
ed in  a  hinder.     The  advantages  of  a  card  ledger  are  that  a  card  can  he  taken  out  if 
any  one  wishes  to  examine  an  account  without  disturhing  the  bookkeeper  and  that  the 
cards  called  for  by  the  entries  of  the  day  may  be  taken  out  and  arranged  in  the  order 
of  the  entries  by  a  cheap  assistant,  the  bookkeeper's  time  in  turning  to  an  account 
being  thus  saved.     The  principal  objection  is  that  a  card  may  be  mislaid  by  some  one 

Who  has  taken  it  out. 

In  forwarding  an  account  from  one  page  or  sheet  of  a  ledger  to  a  new  one,  the 
account  may  first  be  balanced  and  the  balance  carried  forward  to  the  new  page  or 
sheet,  or  the  total  of  each  side  can  be  carried  forward.     It  depends  on  whether  it  is 
desired  to  know  the  total  of  the  transactions  in  the  account  for  the  year  or  not.     In 
any  event,  the  page  to  which  an  account  is  transferred  should  be  indicated  on  the 
page  from  which  it  is  transferred,  and  the  page  from  which  it  is  transferred  should 
be  designated  on  the  page  to  which  it  is  forwarded.     This  is  true,  even  when  an 
account  is  entirely  closed  on  one  page  and  is  afterwards  re-opened  on  another.     This 
is  to  avoid  being  obliged  to  refer  to  the  index  in  tracing  an  account  either  forward 

or  backward. 

(7)  CLOSING  THE  CASHBOOK.     The  cashbook  is  closed  at  the  end  of  the  month  by  in- 
serting the  balance  so  that  both  sides  add  up  the  same.     The  next  month's  account  is 
then  started  with  this  balance.     If  an  account  is  carried  on  the  ledger  with  Cash,  it 
may  be  treated  in  either  of  two  ways.    The  balances  at  the  end  of  each  month  may  be 
charged  to  the  account  from  the  Cashbook,  the  balance  at  the  beginning  of  the  month 
having  been  credited  back,  or  the  total  receipts  of  the  month  may  be  debited  and  the 
total  disbursements  credited  to  the  account.     In  the  latter  event,  the  cashbook  must 
be  arranged  to  show  these  totals  by  carrying  the  cash  balance  in  a  separate  column, 
or  else  there  must  be  a  re-statement  at  the  end  of  the  month,  showing  the  balance  at 
the  beginning,  the  amount  received,  the  two  being  added  together  to  correspond  with 
the  total  of  the  cashbook,  a  similar  re-statement  of  the  sum  of  the  amount  disbursed 
and  the  new  balance  being  also  made  on  the  other  side  of  the  cashbook. 

(8)  THE  TRIAL  BALANCE.     At  the  end  of  the  month,  when  all  the  postings  have  been 
made,  it  is  important  to  know  whether  or  not  they  are  correct.     This  is  done  by  tak- 
ing off  a  Trial  Balance,  which  is  a  list  of  all  the  accounts  with  the  amounts  called 
for  by  each.     As  every  debit  in  the  books  has  been  offset  by  an  equivalent  «•£*•" 
necessarily  follows  that  the  total  of  all  the  debits  must  be  exactly  equal  to  the  to- 
tal of  all  the  credits.     Therefore  if  opposite  the  name  of  each  account  there  are  en- 
tered in  the  two  columns  of  the  trial  balance  the  debit  and  credit  totals  in the 
account,  the  total  of  the  two  columns  must  be  equal.     This  is  called  the  ^uhle 
method.     But  if  the  total  of  the  totals  of  the  accounts  must  balance,  it  xs  ■»"••* 
that  the  total  of  the  differences  between  the  two  sides  of  all  the  accounts  must  also 
balance.     That  is,  the  total  of  all  the  debit  balances  in  the  ^^^/^^ 
total  of  all  the  credit  balances,  therefore  it  is  necessary  to  list  only  the  balances 
in  the  trial  balance.     This  is  called  the  balance  method. 

The  fact  that  a  trial  balance  shows  the  same  totals  in  both  columns  is  not  con- 
clusive proof  that  the  books  are  in  balance.    There  may  be  counter  errors  offsetting 
each  other.     Neither  is  the  fact  that  the  difference  between  the  two  sides  is  very 
small  any  indication  that  this  is  the  only  error,  and  that  it  can  therefore  be  ig- 
nored or  written  off.    There  nay  be  a  number  of  large  errors  on  both  sides,  so  nearly 
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offsetting  each  other  that  the  net  difference  is  trivial.     It  is  never  safe  to  write 
off  any  difference,  however  small. 

Although  the  trial  balance  balances,  the  "books  may  still  be  incorrect,  because 
one  or  more  iteme  may  have  been  posted  to  the  wrong  accounts.     The  trial  balance  is 
only  an  indication  that  all  the  debit  and  credit  items  in  the  books  of  original  entry 
have  been  posted  to  the  debit  or  credit  of  some  account  on  the  ledger. 

(9)  LOCATING  ERRORS  III  A  TRIAL  BALANCE.     If  there  is  an  error  in  the  trial  bal- 
ance, it  nay  arise  from  one  or  more  of  a  largo  variety  of  mistakes.     The  following 
methods  of  locating  errors  will  be  found  useful  in  the  majority  of  instances. 

Add  the  trial  balance  and  the  accounts  in  the  ledger  and  books  of  original  entry. 
If  the  error  is  1  in  any  oolumn,  that  is,  if  it  is  1,  10,  100  and  so  on,  it  is  very 
likely  to  be  a  mistake  in  addition. 

Check  the  postings  to  the  ledger.     In  checking  books,  do  not  make  a  large  check 
mark  J  in  front  of  an  amount.     It  is  very  apt  to  be  mistaken  for  the  figure  1. 

Look  through  the  trial  balance  to  see  Tfcether  a  balance  has  been  omitted  or  en- 
tered on  the  wrong  side. 

Divide  the  amount  of  the  difference  by  9.     If  it  is  so  divisible,  the  error  is 
probably  a  transposition,  that  is  a  reversal  of  figures,  or  a  slide,  that  is  a  slip- 
ping of  the  figure  to  the  right  or  left  of  the  column  in  which  it  belongs,  suoh  as 
posting  $4.20  as  $42.00.    To  ascertain  whether  the  difference  is  divisible  by  9,  add 
up  the  digits  in  it.     If  the  sum  is  9  or  a  multiple  of  9,  the  difference  is  divisible 
by  9.     For  instance,  if  the  difference  is  $37.62,  it  Is  divisible  by  9,  because  3,  7, 
6  and  2  add  up  18.     If  the  digits  of  the  difference  add  up  9,  look  for  two  figures 
transposed,  one  of  vtoich  is  only  1  larger  than  the  other,  as  23  posted  32.     If  the 
addition  is  18*  the  figures  transposed  must  differ  2,  as  24  posted  42.    The  difference 
between  25  and  52  is  27,  and  so  on.     In  the  case  of  a  slide,  the  amount  that  has  been 
misplaced  may  be  found  by  dividing  the  error  by  9  and  then  dividing  the  quotient  by  11. 
If  the  error  is  $37.62,  divide  it  by  9.    The  quotient  is  418.     Dividing  this  by  11  gives 
38.     Look  for  38  cents  posted  as  $38.00,  or  the  reverse,  according  to  which  side  the 
error  is  on.    This  is  a  double  slide,  that  is  a  slide  of  two  points.     If  the  slide  is 
one  of  three  points,  as  $38,000.00  posted  as  $38.00  the  quotient  is  divisible  by  111, 

and  so  on.  .  ...      A_  _ 

If  the  difference  is  an  even  number,  it  may  be  a  debit  posted  as  a  credit,  or  a 

credit 'posted  as  a  debit.  . 

Examine  the  folio  columns  of  all  books  of  original  entry  to  sec  Mother  some  post- 

ing  has  been  omitted. 

See  that  you  have  not  forgotten  to  include  the  balance  of  the  cash  account. 

See  whether  during  the  month  some  account  has  not  been  ruled  off  in  wh.  *  there 
was  a  balance  that  was  not  brought  down.  „..,,.-« 

The  only  infallible  method  of  discovering  errors  in  a  trial  balance  is  to  analyze 
the  ledger.     For  each  book  of  original  entry  provide  a  sheet  of  abstract  paper,  ruled 
with  debit  and  credit  columns.     Post  each  item  from  the  ledger  to  its  W^J*"  "h £* 
in  the  correct  columns.     Add  up  these  sheets  and  compare  the  totals  with  the  totals  in 
the  corresponding  books  of  original  entry.    Eliminate  those  books  in  which  the  totals 
agree.     The  error  will  be  located  in  the  book  or  books  in  vfrich  the  totals  do  not  agree, 
and  on  the  debit  or  credit  side,  according  to  whether  it  is  a  debit  or  a  credit  total 
that  does  not  agree.    This  Is  called  "reverse  posting." 
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INSTRUCTIONS. 

close  the  oashbook  of  John  Adams  and  bring  balance  forward  for  the  first  of  the 
next  month,  then  draw  off  from  the  ledger  and  submit  a  Trial  Balance  made  up  on  the 
balance  method,  as  described.  Pat  the  trial  balance  on  an  ordinary  sheet  of  paper, 
journal  form,  if  you  have  it,  and  not  on  one  of  the  Journal  blanks  belonging  to  the 
practice  set. 

QUIZ  QUESTIONS. 

1.  State  the  method  of  arriving  at  the  profit  or  loss  for  a  given  period,  when  the 
books  have  been  kept  by  single  entry. 

2.  State  the  essential  principles  of  double  entry  bookkeeping  and  show  wherein 
they  differ  from  single  entry. 

3.  A  ledger  contains  General  Accounts,  Accounts  Receivable  and  Accounts  Payable. 
State  the  different  classes  into  which  these  accounts  are  divided,  according  to  their 
nature,  and  give  an  example  of  each  class. 

4.  Define  Capital  Expenditures.  Revenue  Expenditures.  Give  an  example  of  each. 

5.  What  is  the  objection  to  keeping  a  single  Merchandise  account,  that  is,  one 
that  includes  all  transactions  relative  to  both  purchases  and  sales? 

Note.  In  answering  these  and  subsequent  questions,  the  student  is  requested  not 
to  consult  the  text,  but  to  answer  from  his  recollection,  and  in  his  own  language,  in 
the  same  manner  as  he  would  if  he  were  taking  part  in  an  examination,  where  he  would 
not  have  access  to  the  text.  It  is  better  to  answer  a  question  incorrectly  and  to 
profit  by  the  oorrection,  than  to  mechanically  copy  from  the  text. 

In  answering,  do  not  repeat  the  question,  but  designate  it  by  number. 

In  your  answer  confine  yourself  to  the  subject  of  the  question,  and  do  not  put  ir 
anything  outside  of  it. 
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CHAPTER  7. 
CLOSING  THE  BOOBS. 

(1)  REASONS  FOR  CLOSING  BOOKS.  When  a  "business  has  been  in  operation  for  sane 
time,  there  are  two  things  the  proprietor  wishes  to  know,  first,  whether  he  has  made 
or  lost  money  by  the  operations  of  the  business,  how  much  he  has  made  or  lost,  and  how 
he  has  made  or  lost  it;  and  second,  what  the  condition  of  his  business  is,  -what  is  the 
nature  of  his  assets  and  liabilities,  and  what  his  net  worth  amounts  to*  This  infor- 
mation is  obtained  by  a  process  called  "closing  the  books." 

(2)  METHOD  OP  CLOSING  THE  BOOKS.  Closing  the  books  consists  in  transferring  all 
the  Nominal  accounts  (which  are  the  ones  that  affect  the  Profit  and  Loss  or  Proprietor- 
ship account)  into  one  general  account  of  Profit  and  Loss.  When  an  acoount  is  trans- 
ferred to  another  account  it  is  said  to  be  closed  into  it.  All  the  nominal  accounts, 
having  a  credit  balance,  that  is,  those  representing  profits,  or  income  are  closed  out 
by  a  Journal  entry  debiting  them  and  crediting  Profit  and  Loss,  and  all  those  repre- 
senting expense  or  loss  are  closed  by  another  journal  entry,  crediting  them  and  charg- 
ing Profit  and  Loss.  The  resultant  balance  of  the  Profit  and  Loss  account,  if  a  cred- 
it, is  the  net  gain,  if  a  debit,  the  net  loss. 

Although  on  the  journal,  there  may  be  only  one  item  debiting  Profit  and  Loss,  as 
against  a  number  of  items  credited  to  the  various  nominal  accounts,  the  single  item 
should  not  be  posted  to  the  debit  of  the  Profit  and  Loss  account  on  the  ledger.  The 
items  making  up  the  total  debit  to  Profit  and  Loss  should  be  posted  in  detail  to  the 
debit  of  that  account.  In  order  to  do  this,  some  bookkeepers  make  a  separate  entry 
for  oach  item,  as  Profit  and  Loss  to  Expense,  Profit  and  Loss  to  Salaries.  This  is  a 
useless  waste  of  labor  and  space  on  the  journal.  The  detail  of  the  oredits  to  the 
nominal  accounts,  neoessarily  appearing  on  the  credit  side  of  the  entry,  can  be  used 
as  the  detail  to  be  posted  to  the  debit  of  Profit  and  Loss  account.  In  the  ledger,  the 
name  of  each  account  represented  in  the  detail  should  be  put  in  the  remarks  column  of 
the  Profit  and  Loss  account.  Of  course,  the  detail  of  the  credits  to  Profit  and  Loss 
should  be  treated  in  the  same  manner. 

The  object  of  thus  detailing  the  items  in  a  Profit  and  Loss  account  is  to  have  the 
information  where  it  will  be  readily  accessible,  without  the  trouble  of  referring  to 
the  journal  entries.  The  Profit  and  Loss  accounts  of  successive  years  should  be  kept 
on  consecutive  pages,  so  that  comparisons  can  be  made  of  individual  items,  as  well  as 
of  net  results  in  any  two  or  more  fiscal  periods. 

In  a  large  business  in  vSiich  the  items  are  too  numerous  to  admit  of  their  being 
conveniently  detailed  in  the  ledger,  the  same  object  is  gained  by  the  use  of  a  book  of 
statistics.  In  this  book,  not  only  the  profit  and  loss  entries  are  detailed,  but  other 
financial  statements  are  made,  and  often  other  statistics  are  entered  which  throw  light 
on  the  operations  of  the  business. 

(3)  NECESSITY  OP  TAKING  INVENTORIES.   It  ha3  been  said  above  that  closing  the 
books  consists  in  transferring  all  the  nominal  accounts  into  Profit  and  Loss  acoount. 
As  the  Merchandise  account  is  of  a  mixed  character,  being  partly  real  and  partly  nomi- 
nal, it  is  neoessary  to  take  steps  to  separate  the  one  element  from  the  other,  in  order 
that  the  nominal  element  may  be  used  to  determine  the  profit  that  has  been  made. 

The  Merchandise  account,  as  so  far  kept,  represents  the  cost  of  the  goods  pur- 
chased and  charged  to  it,  less  the  amounts  credited  to  it,  which  credits  include  not 
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only  the  cost  of  the  goods  sold,  "but  also  the  profit  made  on  them.  The  balance  of 
the  account,  therefore  represents  the  cost  of  the  goods  on  hand  less  the  profits  on 
the  goods  sold.  To  illustrate;  if  1,000  barrels  of  flour  were  bought  for  $5,000  and 
700  barrels  had  been  sold  for  $4,025,  the  account  would  show  a  debit  balance  of  $975 i 
which  is  the  cost  of  300  barrels,  or  $1,500,  less  the  profit  of  $525  on  the  700  bar- 
rels sold.  In  a  general  merchandise  business,  however,  it  is  not  feasible  to  keep 
track  of  the  quanitites  sold  nor  the  profits  made  on  them.  Since,  as  we  have  seen, 
the  balance  of  the  Merchandise  account  is  composed  of  two  elements,  the  cost  of  the 
goods  on  hand  and  the  profit  on  the  goods  sold,  it  is  plain  that  if  we  can  eliminate 
one  element,  wo  will  have  the  other  left.  Since  we  do  not  know  the  profit  on  the 
goods  sold,  we  are  forced  to  adopt  the  plan  of  eliminating  the  cost  of  the  goods  on 
hand,  which  we  can  arrive  at  by  taking  an  inventory  of  them  at  cost  price.  Elimin- 
ating the  inventory  from  the  Merchandise  account,  there  is  left  the  profit  on  the 
goods  sold,  as  a  credit  balance  in  that  account •  This  elimination  is  made  by  charg- 
ing the  inventory  to  Inventory  account  and  crediting  it  to  Merchandise  account.  We 
have  seen  that  the  Merchandise  account  is  a  mixed  account,  partly  Real  and  partly 
Hominal.  By  the  elimination  of  the  inventory,  which  is  the  Real  element,  we  have 
reduced  the  account  entirely  to  a  Nominal  one. 

The  term  Inventory  is  usually  applied  only  to  those  articles  which  are  con- 
stantly changing  in  amount,  such  as  merchandise  on  hand,  raw  material,  and  small 
perishable  tools.  The  value  placed  on  fixed  assets,  such  as  Machinery,  Furniture 
and  Fixtures  and  Patents  is  already  on  the  books,  based  on  the  original  cost,  less 
an  estimated  depreciation  for  wear  and  tear,  as  will  be  seen  later.  It  is  therefore 
not  necessary  to  take  an  inventory  of  them,  as  is  the  case  with  articles  whose  quan- 
tity is  not  known.  Unexpired  Insurance  is  included  in  the  inventory  by  some,  but  it 
is  better  to  state  it  separately,  as  an  item  by  itself.  Care  must  be  exercised  not 
to  include  any  items  in  a  general  account  of  Inventory,  when  there  is  an  account  on 
the  books  representing  the  items.  For  instance,  if  there  is  an  account  with  Toolst 
and  the  inventory  of  tools  on  hand  is  added  to  the  general  inventory,  they  will  be 
counted  twice;  once  in  the  Inventory  account,  and  again  in  the  debit  balance  of  Tools 
account. 

(4)  DISPOSITION  OF  PROFIT  OR  LOSS.  As  the  business  belongs  to  the  Proprietor, 
the  profits  also  belong  to  him,  and  should  be  transferred,  directly  or  indirectly, 
to  his  Capital  account.  If  his  personal  drawings  are  considered  to  have  been  made 
out  of  profits  made  during  the  year,  the  net  profits  of  the  year  should  be  credited 
to  Ms  personal  or  Drawings  account.  The  balance  of  the  Drawings  account  is  then 
transferred  to  the  Capital  account,  being  the  increase  of  the  capital  from  profits 
not  drawn  out  of  the  business.  If,  on  the  other  hand,  the  drawings  are  considered 
to  have  been  made  against  the  capital  existing  at  the  beginning  of  the  year,  the 
amount  of  the  drawings  would  be  charged  directly  to  Capital  account,  and  the  whole 
of  the  net  profits  would  be  credited  to  Capital.  Either  method  is  correct,  as  the 
net  results  are  the  same. 

In  case  the  net  balance  of  the  Profit  and  Loss  account  shows  a  loss  for  the 
period,  this  loss  must  be  charged  directly  to  Capital.  As  in  this  case,  there  were 
no  profits  against  which  drawings  could  have  been  made,  the  drawings  must  have  been 
made  against  capital.  Therefore,  the  Drawings  account  must  also  be  charged  to 
Capital  account. 
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(5)  BALANCE  SHEET.  After  all  the  nominal  accounts  have  been  transferred  through 
Profit  and  Loss  account  to  the  Proprietor's  account,  there  remain  open  on  the  hooks 
only  those  accounts  which  represent  real  items,  in  other  words  actual  Assets  and  Lia- 
bilities. A  list  of  the  balances  of  these  accounts  is  called  a  Balance  Sheet,  which 
is  a  statement  of  the  Assets,  Liabilities  and  Capital  of  a  business  as  taken  from  the 
books  at  the  values  shown  therein. 

If  a  statement  of  the  condition  of  a  business  contains  only  assets  and  liabili- 
ties, including  the  capital,  it  is  a  Balance  Sheet,  regardless  of  the  form  in  which 
it  is  made  up.  The  usual,  or  conventional  form  is  one  in  which  the  assets  are  listed 
on  one  side  and  the  liabilities  on  the  other.  Some  authorities  claim  that  if  a  state- 
ment is  made  in  any  other  form,  it  is  not  a  balance  sheet. 

In  this  country,  a  balance  sheets-is  made  up  with  the  assets  in  the  left  hand 
column,  and  the  liabilities  in  the  right  hand  column.  In  Great  Britain,  this  order 
is  reversed. 

Mr.  W.  H«  Roberts,  C.  P.  A.  recommended  in  a  paper  read  before  the  American 
Association  of  Public  Accountants  that  a  balance  sheet  should  be  prepared  by  listing 
all  the  assets  and  carrying  out  the  total  into  an  outside  column,  and  then  listing 
the  liabilities  other  than  capital  and  deducting  their  total  from  the  total  of  the 
assets.  The  result  would  be  the  net  worth,  or  capital,  of  the  business,  which  in  a 
corporation  would  include  the  Capital  Stock  and  the  Surplus. 

As  a  balance  sheet  is  the  statement  of  the  condition  of  a  business  on  a  certain 
day,  it  is  essential  that  the  date  should  be  shown.  The  date  should  be  the  last  day 
of  the  fiscal  period  just  ended,  not  the  first  day  of  the  next  period.  If  the  finan- 
cial statements  cover  the  calendar  year  1910,  the  Balance  Sheet  should  be  dated  De- 
cember 31,  1910,  not  January  1,  1911.  The  same  thing  is  true  with  regard  to  the 
dates  of  monthly  Trial  Balances.  The  trial  balance  at  the  end  of  the  June  business 
should  he  dated  June  30,  not  July  1,  as  .is  often  done. 

(6)  ORDER  OF  ITEiS  IN  A  BALANCE  SHEET.  The  items  in  a  balance  sheet  should  be 
arranged  in  the  order  of  their  nature  as  fixed  or  floating.  Opinions  differ  as  to 
nhether  the  fixed  or  floating  items  should  come  first.  Whichever  order  is  adopted, 
the  items  which  are  most  fixed  should  be  at  one  end  of  the  list,  those  most  floating, 
or  as  they  are  often  called,  active  or  quick,  at  the  other,  the  intermediate  items 
being  arranged  according  as  they  are  more  or  less  fixed  or  quick.  For  instance,  be- 
ginning with  the  quick  items,  the  following  would  be  the  order: 

Cash  Accounts  Payable 

Accounts  Receivable         Notes  Payable 

Notes  Receivable  Mortgage  or  Bonds 

Inventories  Capital 

Unexpired  Insurance 

Investments 

Furniture  &  Fixtures 

Machinery  &   Tools 

Land  &  Buildings 

Patents 

Goodwill  or  Franchise 
If  the  fixed  items  are  to  be  put  first,  this  order  would  be  exactly  reversed. 
Some  accountants  would  vary  this  on  the  liability  side  by  putting  the  capital  last, 
even  if  they  began  with  the  fixed  liabilities,  so  as  to  be  able  to  add  up  the  outside 
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liabilities  and  show  their  total  for  comparison  with  the  total  assets,  "before  enter- 
ing the  capital.  This  carries  out  to  a  certain  extent  the  idea  suggested  by  Mr. 
Roberts. 

(7)  FORM  OP  PROFIT  AND  LOSS  STATEMENT.  In  preparing  a  statement  of  the  profit 
and  loss  for  a  given  period,  by  which  is  not  meant  the  account  on  the  ledger,  but  a 
statement  prepared  for  the  information  of  the  owners  of  the  business,  different  forms 
may  be  used.  It  may  be  set  up  in  the  form  of  a  tabulated  statement,  with  the  debits 
on  the  left  and  the  credits  on  the  right.  The  amount  necessary  to  balance  this 
statement  would  be  the  profit  or  loss  of  the  period.  Or,  the  credits  may  be  listed 
and  their  total  extended,  and  under  them  the  debits  listed  and  their  total  deducted, 
the  result  being  the  net  profit.  If  the  result  is  a  loss,  the  debits  should  be  list- 
ed first  and  the  credits  deducted  from  them.  As  this  is  awkward,  it  is  better,  in 
such  a  case,  to  employ  the  first  form  of  statement. 

It  is  very  important  in  making  a  Profit  and  Loss  statement  that  the  period  cov- 
ered by  it  should  be  clearly  indicated.  If  the  statement  is  being  made  of  the  profit 
or  loss  of  a  business  for  the  year  1910,  it  is  not  correct  to  call  it  "Profit  and 
Loss  Statement,  December  31,  1910 ,"  because  that  does  not  show  the  period  during 
which  the  profit  or  loss  was  made.  It  should  be  headed  "Profit  and  Loss  Statement, 
January  1,  1910  to  December  31,  1910,"  or  "Year  ending  December  31,  1910." 

(8)  CONFIRMATION  OF  PROFIT  OR  LOSS  BY  BALANCE  SHEET.  The  net  profit  or  loss  of 
a  period  having  been  ascertained  by  the  Profit  and  Loss  statement,  made  up  from  the 
figures  contained  in  the  trial  balance  and  from  the  information  as  to  inventories, 
etc.,  it  can  be  verified  by  setting  up  a  Balance  Sheet,  in  which  the  proprietor's 
capital  account  is  stated  as  it  will  appear  when  the  net  profit  or  loss  is  trans- 
ferred to  it.  If  the  new  capital  account  balances  the  balance  sheet,  it  is  a  proof 
that  the  profit  or  103S  shown  by  the  Profit  and  Loss  statement  Is  mathematically 
correct.  This  is  necessarily  true,  since  the  profit  or  loss  must  have  affected  the 
net  worth  of  the  business  by  an  increase  equal  to  the  profit  or  a  decrease  equal  tc 
the  loss.  The  balance  sheet  is  an  exhibit  of  the  assets  and  liabilities  of  a  business, 
the  capital  account  being  the  difference  between  them,  or  the  net  worth.  The  Balance 
Sheet  thus  acts  as  a  confirmation  of  the  correctness  of  the  Profit  and  Loss  statement, 
but  only  of  its  mechanical  correctness.  An  error  of  classifying  an  asset  as  an  ex- 
pense, or  an  expense  as  an  asset  would  not  be  discovered,  because  the  wrong  use  of  the 
item  in  the  profit  and  loss  account  would  preclude  its  correct  use  in  the  balance 
sheet.  This  kind  of  error  is  most  apt  to  occur  on  account  of  ambiguity  in  the  name  of 
an  acoount. 

(9)  COMBINED  TRIAL  BALANCE,  PROFIT  &  LOSS  AND  BALANCE  SHEET.  Many  bookkeepers 
make  a  combined  table  of  the  trial  balance,  the  profit  and  loss  statement  and  the  bal- 
ance sheet,  an  example  of  which  is  given  below.  The  advantage  of  it  is  that  the  rela- 
tion is  easily  traced  between  the  items  appearing  in  each  set  of  columns,  and  that  it 
is  a  convenient  way  of  making  the  different  statements.  The  disadvantage  is  that 
there  is  no  way  to  show  the  transfer 'of  the  profit  or  loss  and  of  the  proprietor^ 
drawing  account  to  the  capital,  besides  the  fact  that  there  are  a  number  of  items  that 
have  to  be  taken  into  account  in  closing  books  that  are  at  all  complicated,  which  it 
would  be  inconvenient  to  treat  in  this  kind  of  a  statement.  This  will  be  plain  when 
these  more  complicated  accounts  are  discussed  later. 
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"inane  ial 

Statement 

.  January 

1.  1910  to  June  30 

.   1910. 

- 

Trial  Balance 

Inventory 

Profit  &  Loss 

Balance  Sheet 

Dr. 

Cr. 

June  30. 

Dr. 

Cr. 

Assets 

Liab'a 

Wta.   Stuart  Capital 

40790.00 

40790.00 

Land  &  Buildings 

12400.00 

12400.00 

Machinery  &  Tools 

7600.00 

7600.00 

Furniture  4  Fixtures 

300.00 

300.00 

Win.  Stuart  Draw'g  a/c 

525.00 

525.00 

Notes  Receivable 

1200.00 

1200.00 

Notes  Payable 

3350.00 

3350.00 

Merchandise 

4620.00 

26250.00 

21630.00 

26250.00 

Salaries 

8250.00 

8250.00 

Erpense 

3750.00 

3750.00 

Sent 

1200.00 

1200.00 

Insurance 

240.00 

120.00 

120.00 

120.00 

Di  scount 

560.00 

560.00 

Cash 

1050.00 

1050.00 

Accounts  Receivable 

8265.00 

8265.00 

Accounts  Payable 

Profit. 

5820.00 

5820.00 
7750.00 

49960.00 

49960.00 

26370.00 

13880.00 
7750.00 

21630.00 

six  months  to  June  30-1910 

21630.00 

21630.00 

57710.00 

57710.00 

Copyri 

Lght  1911 

,  Charles  ' 

i.  Laneer 
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JOHN  ADAMS. 
TRIAL  BALANCE,    FEBRUARY  29,    1904. 
A.cme  Furniture  Co.  28.00 

Brown  Mfg.  Co.  123.30 

Champion  Mfg.  Co.  468.40 

Mercantile  Hardware  Co.  249.00 

Adam  Smith  116.40 

Peter  Boiler  52.50 

Hiram  Goodrich  156.11 

H.   Burt  70.55 

J.   M.   Rastall  228.95 

Jame3  Robinson  276.78 

C.  H.   Murray  39*40 

R.   Roberts  394.50 

Silas  Jones  9ZA0 

R.   L.    Long  113.20 

H.   M.    Rowe  162.4B 

John  Adams,  Drawings  79.75 


Expense 


68.05 


Merchandise  3,241.92 

Insurance  57.38 

Horse,  Wagon  &  Harness  275.00 


Furniture  &  Fixtures 


243.00 


36.00 

1.00 

45.00 


Cash 


224.75 
254.36 


300.00 


Notes  Receivable  255.77 

Notes  Payable 

Salaries 

Interest 

Rent 

Discount 

Thomas  Robinson 

John  Adams,  Capital  5,285.58 


31.97 


6.486.25  6,486.25 


INSTRUCT  IONS. 
Prom  the  Trial  Balance  already  drawn  off  from  the  books  of  John  Adams,   formulate 
the   journal  entries  necessary  to  close  the  books,  by  charging  all  the  expense   items 
and  crediting  the  profit   items  to  Profit  and  Loss   (15).     Close  the  balance  of  that 
acoount   into  the  Capital  account  and  charge  his  personal  account   to  Capital.     The  in- 
ventory at  this  time  is  $3,659.47   (charge   Inventory  (14)   and  credit  Merchandise)   and 
there   should  be  charged  to  Profit  and  Loss  $5.30  for  Insurance,   leaving  $52.08   in 
that  account  to  cover  the  unexpired.     The  open  accounts  and   other  assets  are  taken  as 
worth  the  values  shown  on  the  boo<cs.     Draw  off  a  Balance  Sheet,  grouping  the  items 
according  to  their  character,  as  to  whether  they  are  fixed  or  active  assets  and  lia- 
bilities. 
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ANSWERS  TO  QUIZ  QUESTIONS. 
Answer  to  Question  1. 

By  the  Asset  and  Liability  method.  Prom  the  single  entry  "books  alone  no  in- 
formation can  be  obtained  in  regard  to  the  assets  and  liabilities,  except  those  items 
which  are  due  from  or  to  persons.  Prom  any  other  sources,  a  schedule  is  made  of  all 
the  assets  and  liabilities  at  the  end  of  the  period.  The  difference  between  them 
would  be  the  net  worth  or  net  insolvency  at  that  tine.  A  similar  statement  having 
been  made  at  the  beginning  of  the  period,  would  show  what  was  the  net  worth  or  in- 
solvency then.  Any  change  in  the  condition  as  shown  by  these  statements  must  have' 
been  caused  by  money  put  in  or  withdrawn  by  the  proprietor,  or  by  profits  or  losses 
made  by  the  business,  or  by  a  combination  of  both  these  causes.  If  the  comparison  of 
the  two  statements  of  condition  shows  an  Increase  of  the  net  worth  or  a  decrease  of 
the  net  insolvency,  the  difference  would  indicate  a  profit,  but  only  that  part  of  the 
profit  that  had  been  left  in  the  business.  To  find  the  total  profit  of  the  period, 
there  must  be  added  the  amount  drawn  out  by  the  proprietor,  Tfaich  must  also  have  been 
derived  from  profits.  If  the  proprietor  has  put  in  money,  the  amount  put  in  must  be 
deducted  from  the  indicated  profits.  If  the  amount  put  in  is  greater  than  the  indi- 
cated profits,  the  difference  would  show  a  net  loss  for  the  period.  If  the  compari- 
son of  conditions  at  the  beginning  and  end  of  the  period  shows  a  decrease  of  net 
worth  or  an  increase  of  insolvency,  the  difference  would  indicate  a  lose.  Prom  this 
apparent  loss  must  be  deducted  the  amount  drawn  out  by  the  proprietor.  If  the  amount 
drawn  out  is  greater  than  the  apparent  loss,  the  difference  would  be  a  profit  for  the 
period.  If  the  proprietor  has  put  in  money,  the  amount  put  in  must  be  added  to  the 
apparent  loss  to  find  the  total  loss  for  the  period. 
Answer  to  Question  2. 

The  essential  principles  are: 

The  record  of  every  transaction  or  entry  of  any  nature  must  appear  in  effect, 
as  a  debit  and  credit  entry  on  the  boots.  In  single  entry  this  is  not  necessarily  so. 
All  transactions  must  be  entered  under  properly  classified  accounts  and  dif- 
ferentiated as  to  capital  and  revenue  income  and  expenditure. 

As  a  result,  the  profit  or  loss  can  be  determined  from  the  revenue  accounts. 

In  single  entry,  the  income  and  expense  accounts  are  not  lcept,  and  the  profit  or 
loss  is  determined  by  the  asset  and  liability  method* 
Answer  to  Question  3. 

Real  and  nominal.  The  former  are  divided  into  Personal  and  Impersonal. 

Examples;  Real-Personal,  John  Smith;  Real-Impersonal,  Machinery;  Nominal-Imper- 
sonal, Expense* 
Answer  to  Question  4* 

Capital  Expenditures  are  those  incurred  for  permanent  investments,  or  additions 
thereto,  necessary  for  the  conduct  of  the  business,  and  not  intended  for  sale,  such 
as  Buildings,  and  Furniture  and  Fixtures* 

Revenue  Expenditures  are  those  incurred  in  the  manufacturing,  trading  or  selling 
operations  of  a  business,  such  as  Labor,  Cartage  and  Advertising. 
Answer  to  Question  5. 

In  the  single  Merchandise  account  returned  sales,  being  charged  to  it,  are  mixed 
with  the  purchases,  and  returned  purchases,  for  a  similar  reason,  are  mixed  with  the 
sales.  The  result  is  that  there  is  no  way  to  find  the  net  purchases  and  sales  for 
a  year  without  analyzing  the  account* 
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CHAPTER  8. 
PARTNERSHIPS. 

(1)  REASONS  FOR  FORMING  PARTNERSHIP.  Partnerships  are  formed  for  various  reas- 
ons, among  which  are,  the  need  of  additional  capital,  the  obtaining  of  the  services 
and  business  ability  of  another  person  and  the  desire  to  extend  the  scope  and  activ- 
ities of  the  business. 

In  forming  a  partnership  it  is  necessary  to  know  how  much  capital  each  partner 
contributes.  The  person  owning  a  business  which  he  is  to  turn  in  as  his  share  of 
the  partnership,  contributes  the  amount  of  capital  represented  by  the  net  worth  of 
the  business  as  it  then  stands.  It  is  therefore  necessary  to  ascertain  what  that 
net  worth  amounts  to,  by  closing  the  books.  Assuming  that  the  assets  are  to  be 
taken  over  at  the  valuation  shown  on  the  books,  the  balance  sheet  would  show  how 
much  of  an  interest  in  the  partnership  the  person  turning  over  the  business  would  be 
entitled  to. 

(2)  ARTICLES  OF  PARTNERSHIP.  In  forming  a  partnership  it  is  very  important 
that  an  agreement  should  be  drawn  up  detailing  all  the  conditions  that  have  been 
agreed  upon.  As  many  copies  should  be  made  as  there  are  partners,  all  the  partners 
should  sign  all  of  them,  and  each  one  should  retain  a  copy.  This  agreement  is 
called  the  Articles  of  Partnership,  the  'Deed  of  Partnership  or  the  Partnership  Agree- 
ment. It  governs  the  actions  of  the  partners  in  all  matters  pertaining  to  the  char- 
acter and  management  of  the  business,  and  its  provisions  must  be  carried  out,  for  if 
any  partner  refuses  or  neglects  to  abide  by  them,  the  other  partners  may  take  steps 
to  dissolve  the  partnership. 

The  Articles  of  Partnership  should  designate  the  date  at  which  the  partnership 
is  to  begin,  the  names  of  the  several  partners,  the  firm  name  to  be  adopted,  the 
character  of  the  business  to  be  carried  on,  the  place  in  which  the  business  is  to 
be  located,  the  duration  of  the  partnership,  and  the  conditions  under  which  it  may 
be  terminated  before  the  end  of  the  term.  If  there  is  an  agreement  as  to  the 
amount  of  capital  to  be  contributed  by  each,  a  provision  in  regard  to  it  should  be 
inserted  and  also  one  stating  whether  interest  is  to  be  allowed,  either  to  all  the 
partners  on  their  capital  or  only  to  those  who  have  contributed  more  than  the 
agreed  proportion,  or  whether  no  interest  at  all  is  to  be  allowed.  A  similar  pro- 
vision should  be  made  in  regard  to  interest  to  be  charged  on  the  partners*  Drawing 
accounts.  The  ratio  in  which  profits  are  to  be  divided  should  invariably  be  stated. 

(3)  DIVISION  OF  PROFITS.  If  nothing  is  said  as  to  the  division  of  profits  in 
the  articles,  the  law  would  give  each  partner  an  equal  share.  Profits  may  be  divid- 
ed in  a  number  of  different  ways,  among  which  are;  in  proportion  to  the  amount  of 
capital  originally  contributed  or  since  accumulated  by  each,  in  proportion  to  the  a- 
mount  of  capital  and  the  time  that  it  has  remained  in  the  business,  or  in  an  agreed 
ratio  that  may  be  different  from  the  capital  ratio,  because  the  importance  of  each 
of  the  partners  to  the  business  may  vary  on  account  of  more  or  less  time  devoted  to 
it,  more  or  less  business  ability,  or  the  possession  of  more  or  less  of  the  faculty 
of  influencing  business.  It  may  be  that  a  man  possessed  of  either  or  both  these 
last  qualifications  may  be  given  a  share  of  the  profits  when  he  has  not  put  in  any 
capital  at  all.  If  any  partners  give  more  time  to  the  management  of  the  business 
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than  others,  they  may  be  allotted  a  salary  for  their  services  instead  of,  or  in  addi- 
tion to,  a  larger  proportionate  share  in  the  profits,  the  difference  being  that  the 
salaries  would  have  to  be  paid  whether  any  profits  were  made  or  not,  while,  natu- 
rally, the  share  in  the  profits  would  not. 

If  instead  of  a  profit,  the  business  makes  a  loss,  the  rule  of  law  is  that  the 
loss  shall  be  divided  between  the  partners  in  the  same  proportion  as  that  in  which 
a  profit  would  have  been  divided.    This  applies  to  a  partnership  in  liquidation,  as 
well  as  to  one  doing  an  active  business. 

(4)  EXAMPLES  OF  DIVISIOH  OF  PROFITS.     If  the  profits  are  to  be  divided  on  the 
basis  of  the  capital  contributed  by  each  partner,  each  one  would  receive  the  propor- 
tion of  profits  tfhich  his  capital  bears  to  the  total  capital  of  the  firm.     That  is, 
if  A  contributes  #20,000,  B  $30,000,  and  C  $50,000  to  the  total  capital  of  $100,000, 
A  would  receive  2/10,  B  3/l0  and  C  5/l0  of  the  profit  or  would  stand  the  same  ratio 
of  the  loss.     In  this  oase,  if  the  capitals  change  by  accumulations  of  profits,  less 
the  drawings  of  the  partners,  the  ratio  of  the  di vie  ion  of  profits  will  change  in  a 
corresponding  degree,  as  follows: 


A 

B 

C 

Total. 

Contributions 

20,000 

30,000 

50,000 

100,000 

Profit,  1st  year 

4,000 

6.000 

1fl,™0. 

20.000 

24,000 

36,000 

60,000 

120,000 

Drawings 

4.000 

4.000 

4.000 

12.000 

Capital,  2d  year 

20,000 

32,000 

56,000 

108,000 

A  would  be  entitled  to  20/l08,  B  to  32/108  and  C  to  56/108.     If  the  profits  for 
the  second  year  were  $27,000,  A  would  receive  $5,000,  B  $8,000,  and  C  $14,000.     In 
other  words,  the  division  of  profits  would  be  on  the  basis  of  the  capital  standing 
at  the  credit  of  each  partner,  eaoh  year. 

In  case  the  profits  are  to  be  divided  on  the  basis  of  the  amount  of  each  one's 
capital  and  the  time  that  it  remained  in  the  business,  it  is  necessary  to  find  the 
average  balance  of  each.     The  easiest  way  to  ascertain  this  is  to  multiply  the 
amounts  contributed  by  the  number  of  months  or  days  between  the  dates  they  were  paid 
in  and  the  end  of  the  year.     A  similar  calculation  of  the  amounts  of  the  withdrawals 
is  made.     The  difference  between  the  sum  of  the  products  of  the  contributed  amounts 
and  of  the  sum  of  the  products  of  the  withdrawn  amounts  is  the  average  capital  for 
one  month  or  one  day.     Dividing  this  average  oapital  by  12  or  by  365  would  show  the 
average  for  the  year,  but  it  is  not  necessary  to  do  this,  as  the  percentage  would  be 
the  same  either  way.     For  example: 


Henry  Jones 

paid  in: 

Jan.  1 

3,000  x  12 

36,000 

Mar.  1 

4,500  x  10 

45,000 

June  1 

1,000  z  7 

7,000 

Hov.  1 

2,500  x  2 

5,000 

Dec.  1 

1,500  x  1 

1.500 

94,500 

He  drew 

out: 

i 

i 

Feb.  1 

1,000  x  11 

11,000 

Apr.  1 

1,500  x  9 

13,500 

Aug.  1 

700  x  5 

3,500 

Oct.  1 

500  x  3 

1.500 

29.500 

Average  Capital  for  one  month  65,000 
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5,000  x  12 

60,000 

3,000  x  9 

27,000 

2,500  x  5 

12,500 

500  x  3 

1.500 

101,000 

800  x  10 

8,000 

1,000  x  7 

7,000 

500  x  2 

1.000 

16.000 

Silas  Green  paid  in: 
Jan.  1 
Apr.  1 
Aug.  1 
Oct.  1 

He  drew  out; 
Mar.  1 
June  1 
Nov.  1 

Average  capital  for  one  month  85,000 

The  division  of  profits  would  he  on  the  "basis  of  65/150,  or  13/30  to  Jones,  and 
85/150,  or  17/30  to  Green. 

The  same  result  would  he  reached  if  the  balance  at  the  credit  of  each  were  mul- 
tiplied hy  the  time  it  remained  unchanged.     Thus,  in  the  case  of  Silas  Green. 
Jan.  1  5,000  x  2  mos       10,000 

Mar.  1  4,200  x  1     »  4,200 

Apr.   1  7,200  x  2     "         14,400 

June  1  6,200  x  2     »         12,400 

Aug.   1  8,700  x  2     »  17,400 

Oct.   1  ,  9,200  x  1     »  9,200 

llov.   1  8,700  x  2     "         17.400 

Average  for  one  month  85,000 

The  advantage  of  the  latter  method  is  that  there  is  a  check  on  the  work  in  re- 
gard to  the  time,  as  the  months  (or  days)  must  add  up  to  make  a  year,  and  that  the 
calculation  of  the  different  "balances  is  verified  hy  the  fact  that  the  last  one 
comes  out  the   same  as  shown  by  the  account  on  the  hooks. 

(5)   INTEREST  OK  CAPITAL       If  the  division  of  profits  is  on  the  basis  of  the  a- 
mount  standing  at  the  credit  of  each  partner* s  Capital  account,  there  is  no  object 
in  giving  them  interest  on  their  capital,  as  each  one  would  he  charged  through  the 
Profit  and  Loss  account  the  same  amount  that  he  is  credited  with.     If  the  ratio  of 
capital  is  different  from  that  of  profit  sharing,  interest  may  he  calculated  on  the 
capital  as  the  means  of  equalizing  the  profits.     That  is,  in  the  case  of  A,  B  and  C, 
as  given  ahove,  if  6^  interest  is  credited  to  each  partner  on  his  capital,  A  would 
receive  credit  for  $1,200,  B  for  $1,800  and  C  for  $3,000  and  this  would  result  in  a 
charge  to  Profit  and  Loss  of  $6,000,  2/l0  of  \iiich,  or  $1,200  would  he  reduction  of 
a's  profits;  3/l0,  or  $1,800  of  B»s  profits;  and  5/l0,  or  $3,000  of  C»s  profits, 
leaving  them  all  exactly  where  they  were  originally.     If  on  the   other  hand,  the 
profits  were  divided  equally,  the  interest  credits  would  be  the  sane  as  hefore,  hut 
the  reduction  of  profits  would  he  $2,000  to  each. 

The  more  frequent  case  is  when  a  partner  has  put  in  more  money  than  his  share 
and  is  allowed  interest  on  the  excess,  which  is  really  a  loan  to  the  "business.     If 
he  has  put  in  less  than  his  agreed  share,  he  should  he  charged  interest  on  the  de- 
ficit.    In  these  latter  cases  the  interest  would  he  charged  or  credited  to  the  reg- 
ular Interest  account,  the  same  as  if  the  loan  had  been  made  from  or  to  an  outsider. 
>7hen  interest  is  credited  to  all  the  partners,  it  should  not  enter  into  the  Profit 
and  Loss  account,  until  the  profits  of  the  year  have  been  ascertained  and  stated,  as 
it  is  not  interest  on  "borrowed  money,  but  is  part  of  the  Disposition  of  Profits  and 
should  be  shown  as  such,  along  with  the  division  of  the  profits  hetween  the  partners, 

Copyright,  1911,  Charles    H.  Langer 


bna  #eanoI 


1  .xeM 


•load  "i 


tff  ecrlc 


ml&a 


srfiloiq 


X   .31 


sxi 


,0vod"£;  nev 


■ 


a&di 


H.K 


itn 


•*«aa 


ifidO  ,. 


ffO— %• 

being  charged  to  Profit  and  Loss  at  the  same  time,  and  in  the  same  manner  as  the 
division  of  the  profits  between  the  partners  is  charged  to  Profit  and  Loss. 

In  case  the  profits  are  divisible  on  a  different  basis  from  the  capital  ratio, 
and  interest  is  to  be  credited  on  the  capitals,  the  interest  must  be  credited  on  the 
capitals,  even  if  the  net  profits  are  less  than  the  total  interest  so  credited. 
This  would  result  in  an  apparent  loss  for  the  year,  which  would  then  be  charged  to 
the  partners  on  the  agreed  basis.  In  the  case  of  A,  B  and  C,  above,  if  the  net 
profits,  before  the  interest  on  partners'  capital  was  charged  to  Profit  and  Loss, 
were  $3,600,  the  charge  of  $6,000  for  the  interest  would  make  an  apparent  loss  of 
$2,400.  If  the  profits  and  losses  were  divided  equally,  there  would  be  charged  to 
each  partner  $800.  The  result  would  be  that  A  would  be  credited  $400,  net,  B  $1,000 
and  C  $2,200. 

(6)  INTEREST  ON  DRAWINGS.  The  fact  that  interest  is  to  be  credited  on  partners' 
capital  does  not  imply  that  any  interest  shall  be  charged  on  their  drawings.  The 
Partnership  Agreement  must  distinctly  provide  for  it,  if  it  is  desired  that  it  shall 
be  charged.  There  are  two  reasons  for  this.  (1)  The  drawings  are  supposed  to  be 
against  profits  accruing  from  month  to  month,  though  not  yet  ascertained,  and  there- 
fore they  are  not  in  the  nature  of  overdrafts,  and  (2)  they  are  also  tinder  the  con- 
trol of  the  partners  themselves,  who  can  prevent  one  of  their  number  from  drawing 
anything  beyond  the  agreed  amount.  If  they  agree  to  the  excessive  drawing,  they 
cannot  force  the  payment  of  interest  on  it,  unless  that  were  made  the  condition  on 
which  the  overdraft  was  permitted, 

(7)  TRANSFERRING  THE  BUSINESS  ?0  PARTNERSHIP.  Before  a  partner  is  admitted  to 
a  going  business,  it  is  necessary,  as  we  have  seen,  to  close  the  books  and  prepare 
a  Balance  Sheet.  When  this  is  done,  the  transfer  of  the  business  from  the  individ- 
ual to  the  partnership  is  shown  on  the  individual's  books  by  one  journal  entry 
charging  the  new  firm  and  crediting  all  the  asset  accounts  except  Cash,  and  another 
crediting  the  new  firm  and  charging  all  the  liability  accounts  and  the  individual's 
Capital  account.  On  the  disbursement  or  Credit  side  of  the  cashbook  an  entry  is 
made  of  the  payment  of  the  cash  balance  to  the  new  firm,  which  is,  of  course, 
charged  with  the  amount.  When  all  these  entries  are  posted  to  the  ledger,  every 
account  will  be  balanced.  In  making  the  entries,  an  explanation  should  be  made  in 
each  case,  showing  the  sale  of  the  assets  to  the  new  firm  and  the  assumption  by  it 
of  the  liabilities. 

(8)  OPENING  PARTNERSHIP  BOOKS.  In  opening  the  partnership  accounts,  new  books 
should  be  obtained.  In  a  loose-leaf  system,  fresh  sheets  should  be  made  out  for  the 
customers  and  creditors.  If  a  single  ledger  is  used,  the  first  set  of  pages  should 

kbe  reserved  for  the  Capital  and  other  general  accounts,  another  set  for  the  Credit- 
ors' accounts  and  the  last  pages  for  the  Customers.  On  the  journal  an  entry  should 
be  made  charging  the  assets  turned  over  by  each  partner  and  crediting  his  capital 
account,  and  another  charging  his  capital  account  and  crediting  the  liabilities 
which  have  been  assumed  for  him.  It  will  not  do  to  make  one  entry  charging  all  the 
assets  and  crediting  all  the  partners,  and  crediting  all  the  liabilities.  The 
specific  assets  and  liabilities  that  come  from  each  must  be  shown  separately.  On 
the  firm's  cashbook  there  will  appear  an  entry  for  each  partner  who  pays  in  money 
to  be  credited  to  his  Capital  account.  When  all  these  entries  are  posted,  the  books 
will  be  opened.  The  entries  should  be  accompanied  by  explanations  showing  the  pur- 
chase of  the  assets  and  the  assumption  of  the  liabilities. 
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INSTRUCT  IONS. 
John  Adams,  being  anxious  to  extend  his  "business  and  finding  that  William  Drap- 
er, who  has  an  extensive  knowledge  of  the  farm  implements  "business,  is  willing  to  in- 
vest some  ready  money  in  a  partnership  with  him,  makes  an  arrangement  to  that  effect 
with  him.     The  articles  of  partnership  state  that  the  name  of  the  firm  shall  be 
Adams  &  Draper,  that  it  shall  engage  in  the  business  of  buying  and  selling  hardware 
and  farm  machinery  and  Implements,  for  five  years  from  the  date  of  the  agreement, 
unless  by  mutual  consent  they  agree  to  dissolve  the  partnership  before  that  time, 
that  the  place  of  business  shall  be  in  the  town  of  Blank,  that  Adams  shall  turn  over 
to  the  firm  his  assets  and  that  the  firm  shall  assume  his  liabilities  at  the  figures 
shown  in  his  Balance  Sheet  of  February  29,  1904,  that  he  shall  pay  in  enough  addition- 
al cash  to  bring  his  capital  up  to  $25,000;  that  Draper  shall  pay  in  cash  to  the 
amount  of  $20,000,  that  Adams  shall  be  allowed  60$  of  the  net  profits  and  Draper  40$, 
and  that  they  shall  begin  business  as  a  firm  March  1,  1904. 

Make  the  necessary  entries  to  close  the  books  of  John  Adams  and  on  new  blanks 
open  the  accounts  of  the  firm  of  Adams  &  Draper. 

Note.     The  new  blanks  on  which  to  make  the  opening  entries  for  Adams  &  Draper 
will  be  furnished  with  Chapter  9. 

JOURNAL  ENTRIES,  CLOSING  BOOKS  OP  JOHN  ADAMS,  FEBRUARY  29,  1904. 
Merchandise,  Inventory  3,659.47 

To  Merchandise  3,659.47 

Merchandise  417.55 

Discount  31.97 

To  Profit  &  Loss  449.52 

Profit  &  Loss  155.35 

To  Insurance  5.30 

Interest  1.00 

Rent  45.00 

Expense  68 .05 

Salaries  36.00 

Profit  &  Loss  294.17 

To  John  Adams,  Capital  294.17 

John  Adams,  Capital  79.75 

To  John  Adams,  Drawing  79.75 

The  above  entries  to  close  the  books  at  this  date. 

BALANCE  SHEET— FEBRUARY  29,  1S04. 

J.  Adams,  Capital  5,500.00 

Notes  Payable  300.00 

Accounts  Payable  868.70 


Furniture  &  Fixtures 

243.00 

Horse,  Wagon  &  Harness 

275.00 

Unexpired  Insurance 

52.08 

Merchandise  Inventory 

3,659.47 

Notes  Receivable 

255.77 

Accounts  Receivable 

1,929.02 

Cash 

254.36 

6.668.70 

6.668.70 


Some  make  a  "balance  sheet  with  the  active,  or  quick,  items  first,  which  would  be 
exactly  the  reverse  order  from  the  above.  Either  way  is  right. 
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CHAPTER  9. 
ADDITIONAL  BOOKS  REQUIRED  BY  EXPANSION  OP  BUSINESS. 

(1)  NEED  OF  DETAILED  INFORMATION  AND  ADDITIONAL  BOOKS.  Whan  a  business  increas- 
es very  much  in  the  volume  of  its  transactions,  it  is  almost  invariably  the  case  that 
it  becomes  more  complex  in  its  nature.  The  manager  finds  that  he  can  no  longer  trust 
to  his  memory  in  regard  to  the  details*  It  then  becomes  necessary  for  him  to  so  clas- 
sify his  accounts  that,  when  he  wishes  for  information  in  regard  to  any  element  of  the 
business,  he  can  readily  obtain  it.  This  classification  can  be  carried  to  almost  any 
extent.  In  a  trading  concern,  even  a  simple  classification  would  be  made  of  the  kind 
of  goods  dealt  in,  so  as  to  show  the  purchases  in  each  olass  and  the  sales,  with  the 
object  of  ascertaining  what  gross  profits  result  from  the  handling  of  each  class  of 
goods.  The  expenses  of  the  business  would  be  classified  so  that  the  manager  may  know 
itfhat  it  costs  to  get  the  goods  into  and  out  of  his  store;  to  insure  them;  to  pay  sal- 
aries and  expenses  of  salesmen  to  sell  them;  to  advertise  them,  and  to  pay  sundry 
other  costs  of  carrying  on  the  business,  more  or  less  in  detail  according  to  the 
character  of  the  business. 

(2)  SUBDIVISION  OF  LEDGERS.  In  a  small  business  the  accounts  are  very  frequently 
mingled  together  without  any  reference  to  their  nature.  The  accounts  of  Customers  and 
Creditors  are  mixed  with  the  General  accounts,  both  real  and  nominal,  so  that  it  is 
impossible  to  tell  how  much  is  due  to  the  creditors  or  from  the  customers,  without 
making  an  independent  list  of  them.  The  first  step  would  be  to  make  three  classes  of 
accounts  and  to  keep  each  olass  in  a  separate  division  of  the  ledger,  or  in  a  separate 
ledger*  These  grand  divisions  of  the  accounts  are  General,  Customers  and  Creditors* 
The  last  two  are  restricted  to  those  to  whom  goods  are  sold  or  from  whom  goods  are 
bought*  The  General  accounts  are  all  others,  and  include  not  only  the  Capital  and 
Surplus,  the  fixed  assets  and  liabilities,  the  floating  assets  and  liabilities,  except 
customers  and  creditors  and  the  nominal  accounts,  but  also  all  accounts  with  officers 
and  employees  of  the  company*  Thus,  if  a  clerk  allows  his  salary,  or  part  of  it,  to 
remain  at  his  credit,  he  is  not  classed  with  the  creditor  to  whom  money  is  due  for 
goods  bought.  In  order  to  emphasize  this  distinction,  the  Customers*  ledger  is  often 
called  the  Sales  Ledger,  and  the  Creditors*  Ledger  is  given  the  name  of  the  Purchase 
Ledger.  They  are  also  often  called  Accounts  Receivable  and  Accounts  Payable  Ledgers* 

(3)  SUBDIVISION  OF  BOOKS  OF  ORIGINAL  ENTRY.  When  the  volume  of  transactions 
with  customers  and  creditors  makes  it  advisable  to  keep  these  accounts  in  separate 
ledgers,  it  also  beoomes  more  convenient,  if  not  absolutely  necessary,  to  have  the 
details  of  these  transactions  recorded  in  separate  books  of  original  entry.  Instead 
of  having  the  sales  scattered  through  the  journal,  they  oan  be  much  more  effectively 
handled  by  being  entered  in  a  Sales  Book.  The  same  reason  leads  to  the  adoption  of  a 
Purchase  Register.  It  is  now  found  easily  possible,  by  the  use  of  columns  in  these 
books,  to  keep  a  record  of  the  different  classes  of  goods  bought  and  sold,  which 
would  not  have  been  feasible  in  the  journal,  except  by  a  number  of  subdivisions  that  , 
would  cause  endless  confusion* 

(4)  THE  SALES  BOOK.  There  are  several  methods  of  recording  Sales  transactions. 
An  impression  copy  book  wide  enough  to  provide  space  for  copying  the  invoice  and 
leave  room  for  two  or  more  columns  ruled  for  amounts  at  the  edge,  may  be  used  when  a 
distribution  of  sales  into  classes  is  desired.  The  invoice  sent  out  to  the  customer 
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is  written  in  copying  ink  and  copied  in  the  impression  "book.  The  different  classes 
of  goods  included  in  the  invoice  are  carried  out  into  the  appropriate  columns.  The 
total  of  each  of  these  columns  for  the  month  is  the  amount  of  the  sales  for  that 
class,  and  is  posted  to  the  credit  of  that  Sales  account,  the  total  of  each  invoice 
being  posted  to  the  debit  of  the  respective  customer.  There  would  be  a  separate 
Sales  account  for  each  class  of  goods.  Returned  Sales  are  kept  in  a  similar  book, 
from  which  the  posting  would,  of  course,  be  the  reverse  of  that  in  the  Sales  book. 
This  method  is  not  satisfactory,  on  account  of  the  labor  of  copying,  the  danger  of 
getting  an  illegihle  copy  and  the  lack  of  room  for  many  distributive  columns,  and  is 
not  now  in  general  use.  A  modification  of  it  has  "been  adopted,  which  consists  of  a 
bound  book  of  invoices,  two  or  three  to  a  page,  perforated  so  that  they  can  be  torn 
out  to  be  sent  to  customers,  and  under  each  page  of  invoices  a  blank  sheet  which  re- 
mains in  the  book.  A  carbon  paper  between  them  enables  a  copy  of  each  invoice  to  be 
made.  The  posting  to  the  debit  of  the  customer  is  made  from  the  carbon  copy.  Col- 
umns to  the  right  of  the  space  taken  up  by  the  invoices  are  provided  for  the  dis- 
tribution in  the  same  manner  as  in  the  impression  hooks.  The  objection  to  this  method 
is  that  the  original  invoices  must  be  made  with  an  indelible  pencil,  as  a  pen  will 
not  usually  give  pressure  enough  to  make  a  clear  carbon  copy.  Even  with  a  penoil  the 
earhon  copy  is  sometimes  indistlnot.  A  third  method  that  is  almost  universally 
adopted  is  to  have  the  original  and  duplicate  invoices  consecutively  numbered,  the 
duplicate  being  punched  for  hinding  in  a  loose-leaf  post  binder.  Each  set  being 
Voose,  can  be  put  in  a  typewriter  and  a  clear  copy  ohtained,  at  the  same  time  that  a 
more  presentable  original  is  made.  The  original  being  sent  to  the  customer,  the 
items  of  the  duplicate  are  registered  in  a  Sales  Book  provided  with  columns  for  date, 
number  of  invoice,  name  and  address  of  customer,  terms  of  sale,  amount  of  invoice, 
in  the  first  amount  column,  followed  by  as  many  columns  as  are  needed,  in  which  the 
distribution  is  made  to  the  different  classes  of  Sales.  Of  course,  the  total  of  the 
distribution  columns  must  equal  the  total  of  the  amount  column.  If  an  invoice  com- 
prises several  classes  of  goods,  the  total  of  the  invoice  is  put  in  the  amount  col- 
umn, and  posted  to  the  debit  of  the  customer.  The  distribution  of  the  invoice  is 
made  on  the  same  line  to  the  different  classes  of  sales  in  the  respective  columns. 
At  the  end  of  the  month,  the  totals  of  the  different  distribution  columns  are  posted 
to  the  credit  of  the  respective  Sales  accounts  on  the  general  ledger.  Sometimes  the 
posting  to  the  debit  of  the  customer  is  made  direct  from  the  duplioate  invoice,  and 
the  distribution,  instead  of  "being  made  on  a  Sales  Book,  is  made  in  a  similar  manner 
on  a  recapitulation  sheet  that  is  filed  in  the  same  binder  with  the  invoices.  Other 
methods  are  also  used,  which  are,  in  the  main,  similar  to  one  or  other  of  the  three 
described. 

(5)  THE  PURCHASE  REGISTER.   In  reoording  purchases  it  used  to  he  a  common  prac- 
tice to  employ  a  huge  scraphook,  called  an  Invoice  Book,  in  which  the  invoices  re- 
ceived from  creditors  were  pasted.  It  was  provided  with  one  or  more  columns  in 
which  the  amounts  of  the  invoioes  were  entered.  Usually  there  were  two  columns,  one 
for  Merchandise  and  the  other  for  Expense.  The  individual  invoioes  were  posted  to 
the  credit  of  the  Creditors,  and  the  totals  of  the  two  columns  to  the  dehit  of  their 
respective  accounts.  This  method  was  not  only  cumbersome,  but  it  was  also  objection- 
able because  invoices  could  not  easily  he  found  when  wanted,  and  because  it  allowed 
of  no  extensive  distribution  of  the  items  purchased.  Another  method,  which  for  some 
businesses  is  the  most  advantageous,  is  the  Voucher  Record  system,  which  will  be 
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taken  up  later.  For  an  ordinary  "business  a  good  plan  is  to  use  a  Purchase  Register, 
ruled  to  show  date  of  invoice,  name,  address,  terms,  number  of  invoice,  amount  of 
invoice,  and  distributive  columns  for  as  many  classifications  as  are  required  hy 
the  needs  of  the  "business.  When  an  invoice  has  heen  approved  by  the  proper  persons 
as  to  authority  for  purchase,  the  receipt  of  the  goods,  their  quantity,  price  and 
extension,  it  is  entered  in  the  register  and  given  the  number  on  the  line  on  which 
it  appears.  The  individual  items  are  posted  to  the  credit  of  the  respective  cred- 
itors and  the  totals  of  the  distributive  columns  to  the  dehit  of  the  respective 
accounts  represented  "by  them. 

(6)  COLUMNAR  CASHBOOK  AND  JOURNAL.   In  connection  with  the  division  of  the 
ledgers  and  the  sales  and  purchase  records,  a  similar  separation  of  the  items  be- 
longing to  the  separate  ledgers  is  of  advantage  in  the  cashbook  and  journal.  This 
has  led  to  the  introduction  of  columnar  oashhooks  and  journals,  of  vtoioh  there  are 
an  infinite  variety  of  rulings,  "bringing  in  not  only  the  main  divisions  into  gener- 
al, customers  and  creditors,  "but  also  furnishing  special  columns  for  accounts  in 
which  the  items  are  very  numerous.  The  advantage  is  that  one  posting  can  be  made 
at  the  end  of  the  month  for  the  total  of  the  column,  instead  of  one  or  more  each 
day  for  the  separate  items.  The  number  of  suoh  columns  would  depend  on  the  nature 
of  the  "business.  The  smallest  number  would  provide  on  the  dehit,  or  receipts,  side 
of  the  cashbook  a  column  for  General,  Accounts  Receivable,  Cash  Discount  and  Bank. 
On  the  other  side  would  he  columns  for  General,  Accounts  Payable,  Cash  Disoount  and 
Bank. 

The  individual  items  in  the  General  column  are  separately  posted  to  the  appro- 
priate acoounts  on  the  General  ledger;  the  individual  items  in  the  Accounts  Receiv- 
able column  are  separately  posted  to  the  accounts  of  customers  in  the  Sales  ledger; 
nhile  those  in  the  Accounts  Payable  column  are  separately  posted  to  the  acoounts  of 
creditors  in  the  Purchase  Ledger.  For  this  reason,  all  items  to  he  posted  to  the 
Sales  ledger  or  the  Purchase  ledger  must  he  entered  in  the  appropriate  columns  in 
the  hooks  of  original  entry.  In  any  event,  this  is  advisable  for  convenience  in 
posting,  hut  it  "becomes  absolutely  essential  when  Controlling  acoounts  are  opened, 
as  will  he  seen  later.  The  totals  of  such  columns  as  Cash  Disoount  and  Bank  are 
not  posted  until  the  cashhook  is  ruled  off  and  closed.  To  avoid  unnecessary  post- 
ings, the  hooks  of  original  entry  should  not  he  closed  until  the  end  of  the  month, 
but  the  footings  of  each  of  the  columns  should  he  made  from  time  to  time  in  small 
penoil  figures.  This  is  especially  essential  in  the  cashbook,  in  order  to  keep 
track  of  the  cash  on  hand.  At  the  "bottom  of  a  page,  the  footings  should  he  insert- 
ed in  ink  and  should  he  forwarded  in  ink  to  the  top  line  of  the  next  page. 

(7)  CASH  SALES.  There  are  two  ways  of  handling  Cash  Sales,  to  save  the  labor 
of  the  daily  posting  to  the  credit  of  the  different  classes  of  sales.  If  there  are 
not  more  than  two  or  three  classes  of  sales,  a  special  column  may  be  provided  on 
the  dehit  side  of  the  cashhook  for  each  class.  The  daily  amount  of  each  class  of 
sales  would  he  entered  in  the  appropriate  oolumn  at  the  end  of  each  day,  and  the 
total  of  each  of  these  columns  would  be  posted  to  the  credit  of  the  respective 
Sales  account  at  the  end  of  the  month.  Or,  in  the  Sales  Book,  an  additional  Amount 
oolumn  may  be  provided,  headed  Cash  Sales,  in  viiich  would  he  inserted  the  total  of 
all  the  cash  sales  each  day,  the  distribution  to  the  appropriate  Sales  columns  "be- 
ing made  in  the  same  manner  as  the  distribution  of  the  items  in  the  other  Amount 
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column  devoted  to  customers.  The  total  of  this  Cash  Sales  column  is  posted  to  the 
debit  of  Cash  Sales  account  in  the  Sales  ledger.  If  this  plan  is  adopted,  only  one 
column  for  Cash  Sales  is  needed  in  the  cashbook,  the  total  of  which  at  the  end  of 
the  month  would  be  credited  to  Cash  Sales  account. 

(8)  THE  BAHK  ACCOUHT  ON  THE  CASHBOOK.  In  the  modern  system  of  handling  the 
cash,  it  is  imperative  that  all  money  received  be  deposited  in  bank  and  all  money 
paid  out  be  by  bank  check.  How  very  small  payments  are  treated  under  this  system 
will  be  shown  in  describing  the  Petty  Cash.  It  is  therefore  necessary  to  open  a 
bank  account.  There  are  several  ways  of  treating  this  on  the  books.  It  can  be 
entirely  omitted  from  the  cashbook  and  the  account  with  the  bank  can  be  kept  on  the 
stub  of  the  check  book.  This  considers  the  bank  merely  as  the  place  in  which  the 
money  is  kept,  as  a  section  of  the  cash  drawer,  as  it  were.  When  the  cashbook  bal- 
ance is  ascertained  it  is  necessary  to  consult  the  check  book  to  see  if  the  proper 
amount  of  money  is  on  hand.  In  order  to  avoid  the  repetition  of  work  involved  in 
making  the  same  entry  on  the  stub  of  the  check  book  and  in  the  cashbook,  the  bank 
column  was  introduced  in  the  cashbook  and  the  stub  was  eliminated.  On  the  first  of 
the  month  the  balance  on  hand  is  entered  both  in  the  general  column  and  in  the  bank 
column  on  the  left  hand  page,  as  brought  forward  from  the  previous  month,  each  de- 
posit, vflien  made,  is  entered  in  the  bank  column  opposite  its  date;  on  the  other 
page  each  check  is  entered  in  the  bank  column  on  the  sane  line  as  the  item  which  it 
pays.  If  a  balance  is  struck  in  the  cash  columns,  it  will  represent  the  amount  of 
cash  that  should  be  on  hand.  The  difference  between  the  two  bank  columns  will  show 
whether  it  is  in  bank. 

The  other  method  of  treating  the  bank  account  is  to  consider  that  every  re- 
ceipt is  at  once  paid  to  the  bank  and  charged  to  it,  and  that  every  check  is  cred- 
ited to  it.  This  considers  the  bank  as  a  debtor  and  eliminates  the  balance  in  the 
cash  columns,  except  as  a  check  on  the  bank  columns.  The  total  of  the  deposits  in 
bank  each  month  is  charged  to  the  Bank  on  the  ledger  and  the  total  of  the  checks 
credited  to  it.  As  the  total  of  the  bank  debit  column  includes  the  balance  at  the 
first  of  the  month  it  is  necessary  to  re-state  that  column  by  eliminating  the  bal- 
ance* 

Since  the  stub  of  the  checkbook  has  been  done  away  with,  the  entry  in  the 
cashbook  is  the  only  record  of  the  checks.  It  is  therefore,  essential  that  the 
name  of  the  payee  shall  appear  on  the  cashbook  in  the  Detail  column,  except  when 
the  check  is  payable  to  a  person,  firm  or  company  whose  name  already  appears  in  the 
Account  column. 

In  closing  the  cashbook  at  the  end  of  the  month  the  columns  are  all  added  up, 
the  total  of  the  Accounts  Receivable  column  brought  into  the  General  column  and  the 
total  of  the  Cash  Discount  column  into  the  Bank  column,  for  reasons  to  be  shown 
later.  The  totals  of  these  two  columns  should  then  be  the  same.  A  similar  treat- 
ment of  the  other  side  will  show  similar  results. 

The  different  columns  of  the  journal  should  also  be  added  up,  the  totals  of 
the  Accounts  Receivable  and  Accounts  Payable  brought  into  the  General  column  on  each 
side  and  each  side  added  to  show  that  the  journal  is  in  balance. 
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(9)  SAFEGUARDING  THE  CASH. 

One  of  the  most  difficult  things  to  do  with  regard  to  cash  ie  to  safeguard  the 
receipts.  As  the  disbursements  should  be  represented  by  competent  vouchers,  there 
is  no  trouble  in  auditing  them  or  in  detecting  an  error  in  payment.  No  such  Touch- 
er can  be  devised  for  the  money  received,  so  as  to  insure  the  proper  record  of  all 
the  receipts,  unless  the  office  is  large  enough  to  have  several  persons  concerned 
in  handling  and  recording  the  cash.  In  a  small  office,  where  one  person  is  both 
caahier  and  bookkeeper,  there  is  only  one  way  to  prevent  the  manipulation  of  the 
cash  receipts.  This  consists  in  making  a  duplicate  record.  The  mail  should  be 
opened  by  the  proprietor  himself  or  some  other  responsible  person,  who  should  make 
a  list  of  all  remittances  received,  or  cause  one  to  be  made  by  the  stenographer. 
This  need  not  be  an  elaborate  list,  but  should  be  made  in  such  a  way  that  each 
item  can  be  identified.  The  letters  and  money  can  then  be  safely  handed  to  the 
bookkeeper.  When  the  latter  makes  up  his  deposit  for  bank,  the  total  must  be  com- 
pared with  the  total  of  the  list  in  the  memorandum  book  and  the  entry  in  the  bank 
pass-book  should  be  verified.  If  there  are  cash  sales  they  should  be  recorded  in 
some  form  of  cash  register,  the  daily  total  should  be  added  to  the  memorandum  list 
and  the  cash  given  to  the  bookkeeper  to  be  included  in  his  deposit. 
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EXAMPIS  OP  CASHBOCK  EOTHIES  AITD  ClOSHTG. 


Dr. 

CASH.  JANUARY,  1905. 

nr. 

Bank 

Pol. 

General 

Accts.  Rec. 

Discount 

Deposits 

1905 

Amounts  Forwarded 

12,128.00 

9,350.00 

23.00 

21,455.00 

Jan. 

31 

Rotes  Receivable 

20 

500.00 

500.00 

M 

John  Hones 

105 

50.00 

1.00 

49.00 

ft 

American  LIfg.  Co. 

110 

450.00 

450.00 

•• 

Wm»  Smith 

115 

200.00 

4.00 

196.00 

12,628.00 

10,050.00 

28.00 

22,650.00 

Balance  l/l/05 
General 

4.328.00 

4,328.00 

8,300.00 

10,050.00 

28.00 

18,322.00 

8,300.00 

Accounts  Receivabl 

1  60 

10,050.00 

Discount 

80 

28.00 

Th: 

Bank  Deposits 
.s  proves  the  equalit 

30 

j  of  th 

18,322.00 

18,350.00 

18,350.00 

b  Debits  and 

Credits  on  this  page. 

Total  Bank 

22,650.00 

22.650.00 

This,  in  connection  with  opposite  page,  shows  that  the  Cashbook,  as  a  whole,  is 
in  balance. 


CASH.  JA 

NUARY,  1905. 

Cr. 

Cr. 

Bank 

Pol. 

General 

Accts.  Pay. 

Discount 

Withdr'ls 

1905 

Amounts  Forwarded 

6,158.00 

8,900.00 

48.60 

15,009.40 

Jan. 

31 

Fred  Brown  Dr'g  Ace. 

10 

200.00 

200.00 

tt 

City  Fuel  Company 

205 

40.00 

.40 

39.60 

n 

John  Hardin 

210 

130.00 

130.00 

It 

Walter  Fisher 

215 

100.00 

2.00 

98.00 

u 

Hotes  Payable 
General 

25 

500.00 

500.00 

6,858.00 

9,170.00 

51.00 

15,977.00 

6,858.00 

Accounts  Payable 

70 

9,170.00 

Discount 

80 

51.00 

Th: 

Bank  Withdr'ls 
ls  shows  the  equality 

30 

of  the 

15,977.00 

16,028.00 

16,028.00 

Debits  and  C 

redits  on  thi 

s  page. 

Bank  Withdr'ls 

15,977.00 

Balance  l/3l/05 

6,673.00 

22,650.00 
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ENTRIES  CLOSING  BUSINESS  OP  JORH  ADAMS. 

There  would  appear  on  the  journal  the  following  entries,' under  date  of  Febru- 
ary 29,  1904: 

Adams  &  Draper  6,414*34 

To  Furniture  &  Fixtures  243.00 

Horse,  Wagon  &  Harness  275*00 

Insurance  52*08 

Merchandise  Inventory  3,659*47 

Notes  Receivable  255.77 

Accounts  Receivable,  detailed  1,929*0? 

Transferring  above  assets  to  the  new  firm. 

Notes  Payable  300.00 

Accounts  Payable,  detailed  868.70 

To  Adams  &  Draper  1,168*70 

Transferring  liabilities  assumed  by  new  firm. 
John  Adams,  Capital-.  5,500.00 

To  Adams  &  Draper  5,500*00 

Transferring  capital  invested  in  new  firm. 
And  on  the  Cashbook  an  entry  would  be  made  on  the  Credit   (Disbursement)   side; 

Adams  &  Draper,  cash  transferred  to  them  254.36 

All  the  accounts  on  John  Adams'  books  would  then  be  closed. 
In  practice,  the  Accounts  Receivable  and  Payable  would  have  to  be  detailed  in 
order  that  they  could  be  posted  to  the  individual  accounts.    The  detail  is  omitted 
here  to  save  space. 

ENTRIES  OPENING  BOCKS  OF  ADAMS  &  DRAPER. 

There  would  appear  on  the  journal  the  following  entries  under  date  of  March  1, 
1904: 

Furniture  &  Fixtures  243.00 

Horse  &  Wagon  275.00 

Insurance  52.08 

Merchandise  Inventory  3,659.47 

Notes  Receivable,  detailed  255,77 

Accounts  Receivable,  detailed  1,929.02 

To  John  Adams,  Capital  6,414.34 

Purchasing  the  assets  of  John  Adams.' 
John  Adams,  Capital  1,166*70 

To  Notes  Payable,  First  Nat.  Bank  300.00 

Accounts  Payable,  detailed  868*70 

Assuming  the  liabilities  of  John  Adams. 

And  on  the  Cashbook  there  would  appear  on  the  Debit  (Receipts)  side; 
John  Adams,  Capital,  for  cash  paid  in  19,754.36 

William  Draper,  Capital,  for  cash  paid  in  20,000.00 

When  these  items  are  all  posted,  the  books  of  Adams  &  Draper  will  be  opened* 
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INSTRUCTIONS. 

In  order  to  facilitate  the  work  of  correcting  papers,  the  students  are  request- 
ed to  arrange  and  number  the  ledger  pages  as  follows: 

In  the  General  Ledger  the  first  sheet  should  be  a  "three  on",  that  Is,  three 
accounts  to  a  page,  although  ordinarily  the  arrangement  in  a  bound  ledger  would  be 
different.  The  order  of  the  accounts  would  be,  John  Adams,  Capital,  page  1;  William 
Draper,  Capital  1;  Merchandise  Inventory,  1;  Furniture  &  Fixtures,  2;  Horse,  Wagon 
t  Harness,  2.  Then,  on  single  pages  lone  on),  John  Adams,  Drawings,  3;  William 
Draper,  Drawings,  4;  Notes  Receivable,  5;  Ilotes  Payable',  6;  Hardware  Purchases,  7; 
Farm  Implements  Purchases,  8;  Hardware  Sales,  9;  Farm  Implements  Sales,  10;  Hardware 
Return  Sales  &  Allowances,  11;  Farm  Implements  Return  Sales  4  Allowances,  12;  Sal- 
aries, 13;  General  Expense,  14.  Then,  on  the  two  on  pages,  Discount  on  Sales,  21; 
Discount  on  Purchases,  21;  Freight  &  Cartage  In,  22;  Freight  &  Cartage  Out,  22;  Ad- 
vert ising,  23*  Interest,  23.  Then,  on  the  three  on  pages.  Insurance,  31;  Rent,  31. 
Whenever  any  new  accounts  are  opened,  the  numbers  of  the  pages  will  be  given. 

In  the  Sales  Ledger,  the  first  pages  will  be  two  on,  beginning  with  page  101, 
followed  by  three  on  pages,  beginning  with  page  111.  In  the  Purchase  Ledger,  the 
first  pages  will  be  one  on,  beginning  with  page  201,  followed  by  two  on,  211  and 
three  on,  221, 

Open  the  Sales  Ledger  from  the  journal  entry,  on  the  following  pages,  James 
Robinson,  101;  R.  Roberts,  101;  R.  L.  Long,  102;  Thomas  Robinson,  102;  J.  M.  Rastall, 
103;  Adam  Smith,  111;  Peter  Boiler,  111;  Hirim  Goodrich,  111;  H.  Burt,  112;  C.  H. 
Murray,  112;  Silas  Jones,  112;  H.  M.  Rowe,  113. 

Open  the  Purchase  Ledger  as  ioIIowb:  Champion  Mfg.  Co.,  201;  Mercantile  Hard- 
ware Co.,  202;  Brown  Mfg.  Co.,  211;  Acme  Furniture  Co.,  221. 

In  the  set  that  accompanies  these  lessons,  the  method  is  adopted  of  registering 
the  sales  in  a  Sales  Register,  as  more  convenient,  and  it  is  taken  for  granted  that 
the  Invoices  have  been  made  in  duplicate  and  that  the  duplicates  are  on  file. 
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DIARY  OF  EVENTS. 

Under  date  of  March  1,  1904,  make  an  entry  on  the  journal,  reversing  the  charge 
to  Inventory,  by  charging  Hardware  Purchases  and  crediting  Merchandise  Inventory, 
$3,659.47. 

March  1,  1904,  they  received  from  the  International  Harvester  Co.  (203)  farm 
implements  ordered  in  anticipation  of  the  partnership,  invoiced  at  $9,680.00,  terms 
Zf0  10  days,  net  30.     Sold  Adam  Smith  hardware  for  $110.20,  net  30  days,  and  Peter 
Boiler  farm  machinery  for  $300.00,  taking  his  notes,  without  interest,  due  on,  the 
first  of  April,  May  and  June  for  $100.00  each.     Note:     enter  the  sale  through  Sales 
Register,  credit  him  with  the  notes  through  the  journal,  detailing  the  notes  in  the 
general  column  and  posting  them  separately  to  Notes  Receivable  account  in  the  led- 
ger.    The  credit  to  Boiler,  or  to  any  other  customer,  will,  of  course,  go  in  the 
Accounts  Receivable  column,  in  one  item.     On  the  journal  the  date  of  an  entry  is 
put  on  a  separate  line  in  the  middle  of  the  column  in  which  the  names  are  entered. 
The  three  left  hand  columns  are  debit  and  the  three  right  hand  ones  oredit. 

March  2.     Paid  the  note  in  bank  $300.00,  with  check  No.  1*     The  numbers  of 
checks  drawn  should  be  entered  in  the  column  immediately  to  the  left  of  the  folio 
column.     Bought  of  Moline  Plow  Co.   (211)   farm  implements  for  $3,240.00,  terms  3$ 
10  days,  1%  30  days,  net  60.     R.  L.  Long  paid  his  note,  due  to-day,  $148.67.     Thomas 
Robinson  paid  his  account  $224.75,  and  bought  another  bill  of  $178.40  of  hardware, 
terns  Zf0  10  days,  net  30.     Joseph  Cooper  (103)  bought  hardware  $240.00  and  farm  im- 
plements $430.00,  terms  2$  10,  net  30. 

March  3.     Paid  account  of  Mercantile  Hardware  Co.  $249.00,  less  discount  of 
$4.98.     On  the  Oashbook,  enter  $249.00  in  the  Accounts  Payable  column,  $4.93  in  the 
column  of  Discount  on  Purchases,  and  $244.02  in  the  Bank  column.     Paid  the  Rent  of 
store  $100.00,   (having  largely  increased  their  space)  by  check  to  John  Linn,  their 
landlord.     Sold  James  Robinson  bill  of  farm  implements  $890.00,  terms  2$  10,  net  30. 
Sold  Hiram  Goodrich  bill  of  hardware  $93.85.     VThen  no  terms  are  mentioned,  they  are 
supposed  to  be  net,  30  days. 

March  4.     Paid  bill  of  feed  to  John  Mitchell  $22.50  and  charged  it  to  Stable 
Expense  (31).     Adams  and  Draper  each  drew  $25.00  for  personal  use.     Paid  C.  &  N.  W 
R.  R.  freight  on  shipment  from  International  Harvester  Co.  $82.10.     James  Robinson 
paid  last  month's  bill  $276.78.     Paid  H.  M.  Witt  $37.50  for  signs,  and  charged  it 
to  Expense.     Sold  H.  Burt  bill  of  hardware  $62.85,  and  L.  M.  Jackson  (104)  bill  of 
farm  implements  $322.50,  7$  10,  net  30. 

March  5.     Paid  bill  of  stationery  and  books  to  Eureka  Stationery  Co.  $58.50 
and  charged  it  to  Stationery  &  Printing  (24).    Sold  F.  R.  Mason  (104),  at  Twin  Oaks, 
bill  of  farm  implements  $855.00  f.  o.  b.  destination,  vfoich  means  that  shipper  must 
pay  the  freight.     Paid  freight  on  the  shipment  $18.75  by  check  to  C.  &  N.  W    R.   R. 
Paid  salaries  of  clerks,  $46.00  by  making  a  check  to  Currency  and  paying  thou  in 
cash.     Cash  Sales  for  the  week  were  $423.65  for  hardware,  and  $122.45  for  farm  im- 
plements.    Cash  Sales  are  credited  directly  from  the  caahbook  in  the  general  column, 
and  are  entered  daily,  but  to  save  repetition  are  given  here  only  once  a  week.     In 
practice,  there  would  be  special  columns  for  Cash  Sales.     Limited  space  prevents 
their  use  in  this  set. 

Copyright,  1911,  Charles    H.  Linger 
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March  7,     Hiram  Goodrich  returned  hardware  bought  on  the  3rd  for  $26.50.     This 
could  be  entered  through  the   journal,  but  a  better  plan  is  to  use  the   last  page  of 
the  Sales  Register,  heading  it  in  red  ink  "Returns  &  Allowances."     A  credit  memor- 
andum is  made  in  duplicate  in  the  same  way  that  a  Sales  Invoice  is  made,  but  usually 
in  red  ink,  and  entered  on  the  Returns  &  Allowances  page  in  the  sane  way  that  a  sale 
would  be,  but  posted  to  the  opposite  side  of  the  ledger,  that  is  a  returned  sale  is 
posted  to  the  credit  of  the  customer.     Returned  Purchases  are  treated  in  a  similar 
manner,  on  receipt  of  a  credit  memorandum  from  the  creditor.     Goodrich  also  paid  his 
last  month's  account  of  $156.11,  and  H.   Burt  paid  $70.55.     Bought  of  Mercantile 
Hardware  Co.  a  bill  of  hardware  for  $548.35,  terms  2#  10,  net  30.     Sold  C.  H.  Murray 
hardware  $80.10  anci  H.  M.   Rowe,  hardware  $60.85. 

March  8,     John  Adams  drew  a  check  to  his  own  order  for  $9.60,  charging  it  to 
Expense,  for  petty  items  disbursed  by  him  for  the  business.     Paid  Peterson  &  Co. 
$63.55,  being  personal  grocery  bills  of  Adams  for  $37.80  and  Draper  for  $25.75. 
This  should  be  entered  on  two  lines  in  the  cashbook,  one  for  each  man,  but  the  whole 
amount  of  the  check  entered  on  the  second  line  in  the  bank  column.     Sold  J.  M. 
Rastall  hardware  $208.75,  and  he  pays  his  last  month's  account  of  $228.95. 

March  9.     Received  credit  memorandum  from  Mercantile  Hardware  Co.  for  defective 
goods  on  last  invoice  $16.70.     This  is  entered  on  the  Returns  &  Allowances  page  of 
the  Purchase  Register.     Paid  Champion  Mfg.  Co.  $468.40  and  the  Acme  Furniture  Co. 
$28.00.     Paid  J.  H.  Lenehan  $180,00  for  one  year's  insurance  on  policies  dated  March 
1.     Sold  R.  L.  Long  hardware  $60.15  and  farm  implements  $118.35,  terms  2$  10,  net  30 

March  10.     Paid  Westinghouse  M.  &  E.   Co.  $150.00  for  an  electric  motor,  with 
which  to  demonstrate  working  of  farm  machinery.     J.  M.   Rastall  is  allowed  $10.00  as 
a  compromise  on  claim  for  defective  goods.     Bought  a  bill  of  parts  for  farm  imple- 
ments from  International  Harvester  Co.  $82.50,  2$  10,  net   30.     Sold  Silas  Jones 
hardware  $75.80,  and  he  paid  his  previous  account  of  $93.40.     Paid  Corry  Coal  Co. 
$16.50  for  coal  for  office  stove. 
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CHAPTER  10. 
TRADE  AND  CASH  DISCOUNT. 

(1)  TRADE  DISCOUNT.  There  are  two  methods  of  fixing  the  selling  price  of 
goods,  the  flat  rate  and  the  discount  method.  By  the  flat  rate  method  the  price  of 
the  goods  is  fixed  at  a  certain  definite  amount  from  which  there  are  no  deductions. 
By  the  discount  method  there  is  established  what  is  known  as  the  list  price,  often 
that  at  whioh  the  goods  are  to  "be  eventually  retailed.  Prom  this  price  certain  deduc- 
tions are  made  whioh  are  known  as  Trade  Discounts.  If  the  purchaser  of  the  goods  is 

a  jobber,  who,  in  his  turn,  also  gives  a  trade  discount  when  he  sells,  his  profit  will 
he  represented  by  the  difference  between  the  discount  he  receives  and  that  which  he 
gives.  The  list  price,  less  the  trade  discount  is  called  the  net  prioe. 

(2)  PURPOSE  OF  TRADE  DISCOUNT.  Trade  discounts  are  given  for  the  purpose  of 
facilitating  the  expression  of  fluctuations  in  the  market,  affecting  the  price  at 
which  the  goods  are  to  be  sold.  Unless  a  list  price  is  adopted  for  the  goods  which 

a  manufacturer  or  jobber  offers  for  sale,  it  would  be  necessary  to  get  out  a  new  cat- 
alogue each  time  the  prices  of  the  articles  varied.  With  the  list  price,  a  fluctua- 
tion in  the  market  price  can  be  expressed  in  a  letter  or  circular  by  a  change  in  the 
rate  of  the  disoount,  the  list  price  in  the  catalogue  always  remaining  constant. 

The  fluctuation  in  price  expressed  by  trade  discount  may  be  due  not  only  to 
changes  in  the  general  market  price,  but  also  to  conditions  peculiar  to  different 
customers.  A  customer  whose  financial  standing  is  very  high  may  be  given  a  discount 
which  is  greater  than  that  allowed  to  another  customer  whose  credit  is  not  so  good. 
In  such  a  case,  the  variation  in  the  rate  of  the  discount  becomes  a  measure  of  the 
difference  in  the  risk  incurred.  Again,  a  customer  who  buys  large  quantities  will 
be  given  a  larger  discount  than  the  one  whose  purchases  are  small. 

(3)  METHOD  OF  CALCULATING.  In  order  to  make  small  differences  in  price, 
the  custom  has  arisen  of  making  these  discounts  cumulative,  that  is,  one  disoount  is 
added  to  another,  each  one  being  calculated  on  the  net  amount  left  after  the  previous 
one  has  been  deducted.  Thus,  if  the  list  price  is  $1,000  and  the  discount  is  30,  10 
and  5,  the  first  would  be  $300,  the  second  would  be  10$  on  the  remaining  $700,  or 
$70,  and  the  third  5%  on  the  remaining  $630,  or  $31.50,  the  total  discount  being 
$401.50,  and  the  net  price  $598.50.  This  device  is  convenient  for  expressing  small 
variations  in  price,  by  dropping  or  diminishing  one  of  the  discounts  to  raise  the 
price  or  by  adding  another  disoount  to  lower  it.  Thus  a  disoount  of  30,  10  and  2  l/2 
would  raise  the  net  price  of  $1,000  to  $614.25,  while  a  discount  of  30,  10,  5  and  5 
would  lower  it  to  $568.58. 

Short  methods  should  always  be  used,  when  possible,  in  calculating  discounts, 
or  any  other  percentages.  If  the  rate  is  a  factor  of  100^,  the  amount  should  be  di- 
vided by  the  factor,  not  multiplied  by  the  rate.  For  instance,  if  the  rate  is  12.l/2# 
the  amount  should  be  divided  by  8,  not  multiplied  by  the  docinal  .125.  If  the  rate 
is  16.2/3$  the  amount  should  be  divided  by  6.  To  ascertain  37.l/2#,  take  l/4  of  the 
amount  and  add  to  it  l/2  of  the  l/4.  To  find  62.l/2$t  take  l/2  of  the  amount  and  add 
l/4  of  the  1/2.  Other  factors  can  easily  be  worked  out.  Instead  of  multiplying  the 
amount  by  the  rate  of  discount  and  then  deducting  the  discount  from  the  amount,  the 
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not  amount  is  found  in  a  shorter  my  "by  multiplying  the  amount  "by  the  difference  be- 
tween the  rate  of  discount  and  100.  That  is,  if  the  discount  is  30$,  instead  of  find- 
ing 30$  of  the  amount  and  deducting  it,  the  shorter  way  is  to  take  70$  of  the  amount 
at  once.  In  other  words,  30$  off  of  an  amount  is  70$  on  the  amount.  The  advantage 
of  this  method  is  that  in  a  series  of  discounts,  only  multiplications  are  necessary, 
instead  of  both  multiplications  and  deductions.  Thus  if  the  discount  is  30,  20  and  10 
the  two  methods  would  be 

1625.00  1625 

30    487.50  il 

1137.50  1137.5 

20    227.50  li 

910.00  910.00 

10     91.00  s£ 

819.00  819.00^ 

Another  way  is  to  take  the  percentages  on,  multiplying  them  together  and  take 
the  product  as  the  total  percentage  on.  If  the  discount  is  30,  20  and  10,  multiply 
.7  X  .8  X  .9,  to  find  the  product  of  .504.  $1625  multiplied  by  .504  equals  $819.00, 
the  net  price,  as  by  either  of  the  other  methods.  When  many  discount  calculations 
are  to  be  made,  a  table  can  be  prepared,  showing  the  product  to  be  used  for  each  of 
the  various  rates,  saving  the  necessity  of  making  the  multiplication  each  time. 

In  figuring  cumulative  discounts,  it  does  not  make  any  difference  as  to  the 
order  in  which  the  various  rates  are  used.  The  result  is  the  same  whether  the  dis- 
count is  30,  20  and  10  or  10,  20  and  30. 

Trade  discount  is  always  a  deduction  from  the  price,  and  the  amount  after  it 
is  deducted  is  the  actual  price,  and  is  the  amount  taken  as  the  face  of  the  bill  and 
entered  in  the  Sales  or  Purchase  Register  as  the  case  may  be. 

(4)  GASH  DISCOUNT.  Trade  discount  must  not  be  confused  with  Cash  Discount, 
which  is  an  inducement  offered  for  prompt  payment  of  bills  by  an  allowance  of  a  com- 
paratively small  deduction  if  paid  within  a  limited  time.  That  is,  if  goods  are  list- 
ed at  $1,000  and  a  trade  discount  of  30,  10  and  5  is  allowed,  this  discount  will  appear 
as  a  deduction  when  the  bill  is  rendered.  In  order  to  hasten  the  collection  of  money 
it  is  almost  a  universal  custom  to  offer  a  further  discount,  if  the  bill  is  paid  with- 
in a  limited  number  of  days.  If  the  goods  are  sold  on  thirty  days  time,  there  would 
be  due  at  the  end  of  the  thirty  days  $598.50.  To  get  the  money  promptly  the  seller 
may  offer  a  discount  of  2$  if  paid  within  ten  days.  As  this  was  for  the  purpose  of 
realizing  cash  promptly  it  is  called  a  Cash  Discount.  The  transaction  is  described 

as  the  sale  of  goods  for  $598.50,  terms  2$  off,  10  days,  net  30.  The  rate  of  dis- 

0 

count  and  the  limit  of  time  within  which  it  is  available  vary  with  different  lines  of 
business. 

Authorities  differ  as  to  whether  ca& discount  is  to  be  considered  as  a  reduc- 
tion in  price  or  as  am  expense  of  the  general  management  of  the  business,  similar  to 
interest. 

(5)  TREATMENT  IN  THE  ACCOUNTS.  In  the  books  there  are  four  ways  of  treating 
cash  discount.  In  paying  for  a  purchase,  the  net  amount  of  cash  paid  is  charged  to 
the  creditor  in  the  cash  book  and  the  discount  is  charged  to  him  through  the  journal. 

Copyright,  1911,  Charles  H.  ganger 


doxteti 


iXAXTM 


#10  -  3. 

&  second  method  is  to  enter  the  total  amount  of  the  hill  on  one  side  of  the  cashbook 
and  the  discount  on  the  other,  aa  if  the  account  had  been  paid  in  full  in  cash  and 
then  the  discount  had  "been  repaid,  also  in  cash.  A  third  method  is  a  modification  of 
the  first.  The  creditor  is  charged  the  net  amount  on  the  cashbook,  hut  instead  of 
being  charged  the  diaoount  on  the  journal,  a  column  is  provided  on  the  same  side  of 
the  cashbook  for  Cash  Discount,  in  which  the  discount  ia  entered  on  the  same  line  aa 
the  cash  payment,  and  from  which  it  is  posted  to  the  debit  of  the  creditor.  Thi8  is, 
in  reality,  putting  a  section  of  the  journal  on  the  oashbook,  and  as  this  Cash  Dis- 
count is  really  part  of  the  journal,  the  amounts  entered  in  it  do  not  affect  the  cash 
balance,  and  the  column  is  entirely  ignored  in  the  balancing  of  the  caahbook.  At  the 
end  of  the  month,  the  total  of  the  column  is  posted  to  the  credit  of  Cash  Discount, 
the  same  as  it  would  be  if  it  were  a  column  in  the  journal,  where  it  belongs,  instead 
of  being  on  the  cashbook.  While  this  may  seem  to  be  a  curious  anomaly,  it  is  justifi- 
ed for  two  reasons:  because  it  saves  a  8econd  writing  of  the  creditor' a  name,  and  be- 
cause it  brings  the  amount  paid  and  the  discount  together,  so  that  any  abnormal  dis- 
count would  be  easily  noticed. 

A  fourth  method  is  a  modification  of  the  second,  in  which  the  discount  is  en- 
tered on  the  cashbook  as  a  receipt  or  payment  of  cash,  and  becomes  an  element  of  the 
cash  balance.  When  the  second  method  is  adopted  the  discount  ia  often  provided  with 
a  column  on  the  opposite  aide  of  the  caahbook,  ao  that  only  the  total  need  be  posted 
at  the  end  of  a  month.  In  paying  a  creditor,  his  name  and  the  total  amount  of  his 
bill  are  entered  on  the  credit  side  of  the  cashbook,  and  his  name  and  the  amount  of 
the  discount  are  entered  on  the  debit  side,  ffhen  a  customer  pays  his  account,  his 
name  and  the  total  of  his  account  are  entered  on  the  debit  aide,  and  his  name  and  the 
diaoount  on  the  credit  side  of  the  cashbook.  To  avoid  the  repetition  of  the  name, 
and  also  to  bring  the  diacount  on  the  aame  line  aa  the  payment,  the  fourth  method 
ohangea  the  placea  of  the  discount  columns,  putting  the  Diaoount  from  creditors  on  the 
credit  side  of  the  cashbook,  and  the  Diaoount  to  customers  on  the  debit  side.  They 
are  both  money  oolumn8,  affecting  the  cash  balance,  but  carried  on  the  wrong  side  of 
the  book  for  convenience. 

The  discount  taken  on  purchases  is  a  credit  to  Cash  Discount;  the  discount 
allowed  on  3alea  is  a  debit  to  Caah  Discount. 

Cash  Discount  must  not  be  confused  with  Interest,  although  it  is  somewhat  alli- 
ed to  it.  Interest  is  an  amount  paid  for  the  uae  of  money  borrowed,  or  received  for 
money  loaned.  Cash  Discount  is  a  premium  for  the  prompt  payment  of  an  account  before 
it  is  actually  due.  If  goods  are  sold  2%  off  10  days,  net  30,  payment  of  the  account 
cannot  be  demanded  until  the  end  of  the  thirty  days.  The  2%   is  offered  as  an  induce- 
ment to  pay  the  account  20  daya  before  it  ia  due.  Banks  use  the  word  Discount  for 
Interest  deducted  in  advance,  but  in  commercial  usage,  Discount  always  means  a  deduc- 
tion for  prompt  payment  of  an  account. 

(6)  TREATMEHT  HT  CLOSIHG  CASEBOOK.  When  the  fourth  method  of  treating  Cash 
Discount  is  adopted,  the  Discount  may  be  treated  in  several  ways.  If  the  cash  account 
is  balanced  independently  of  the  bank  account,  the  totals  of  the  two  Cash  Discount 
columns  may  be  tranaf erred  over  to  the  aidea  on  which  they  belong  and  put  in  the  gen- 
eral column  to  complete  the  balance,  or  the  total  of  each  column  may  be  put  in  the  gen- 
eral column  on  the  8ame  side  on  which  it  appears,  but  in  red  ink,  to  show  that  it  is  to 
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be  deducted  from  the  gross  cash,  and  to  he  posted  to  the  opposite  side  of  the  ledger 
from  the  other  accounts.  This  is  for  the  purpose  of  ascertaining  the  net  cash  for 
comparison  with  the  hank  movement.  If  the  cash  is  kept  on  the  basis  of  charging  and 
crediting  everything  to  the  bank  as  a  debtor,  the  same  method  may  still  be  used,  or 
the  total  of  the  Cash  Discount  can  be  oarried  into  the  bank  column,  after  it  is  foot- 
ed, and  posted  from  there.  One  method  brings  the  cash  columns  down  to  the  bank  col- 
umn, the  other  brings  the  bank  column  up  to  the  gross  cash.  The  latter- method  is  the 
one  adopted  in  the  sample  Cashbook  which  accompanies  Chapter  9. 

THE  PETTY  CASH. 

(?)  PROPER  METHOD  OP  TREATMENT.  In  the  modern  method  of  keeping  the  Cash  ac- 
count, it  is  usual  to  deposit  all  money  received  in  bank,  and  to  make  all  payments 
by  check.  This  is  an  easy  matter  with  all  the  larger  disbursements.  To  cover  the 
smaller  ones,  a  Petty  Caah  fund  should  be  created  by  drawing  a  check  to  the  order  of 
the  cashier  for  a  round  amount,  determined  by  the  needs  of  the  business,  and  charging 
it  on  the  ledger  to  Petty  Cash  account.  When  this  check  is  cashed  the  money  is  kept 
entirely  separate  and  a  petty  cashbook  opened  containing  columns  for  carfare,  tel- 
egrams, express  and  other  items  that  it  may  be  thought  best  to  classify.  All  cash 
payments  are  made  out  of  this  fund  and  no  payments  are  made  out  of  the  money  that  is 
received  for  cash  sales  or  other  receipts,  except  that  checks  may  be  cashed  out  of 
suoh  funds  and  deposited  in  lieu  of  the  cash  they  replaoe.  When  the  petty  cash  fund 
is  nearly  exhausted  the  cashier  makes  a  regular  bill  or  voucher  against  the  house, 
the  same  as  if  he  were  an  outsider,  containing  as  items  the  totals  of  the  various  col- 
umns of  his  petty  cashbook.  This  bill  is  presented  to  the  officer  or  partner  who 
draws  checks,  together  with  the  petty  cashbook  and  any  vouchers  that  there  may  be. 
This  party  issues  a  check  to  the  cashier  for  the  exact  amount  of  the  bill  and  initials 
the  book.  When  this  check  is  oashed  by  the  cashier,  the  fund  is  restored  to  its  orig- 
inal size  and  the  process  is  ready  to  be  repeated.  At  all  times  the  cashier  must 
have  in  his  petty  cash  box  and  in  his  book  the  items  which  together  will  represent  the 
total  amount  of  the  fund.  The  disbursements  represented  by  the  check  are  entered  on 
the  main  cashbook  in  the  same  manner  as  those  represented  by  any  other  voucher.  This 
is  called  the  "Imprest  System"  of  keeping  the  petty  cash. 

When  the  check  is  drawn  reimbursing  the  cashier  for  his  petty  cash  disbursements 
some  bookkeepers  charge  it  as  one  amount  to  Petty  Cash  account  on  the  cashbook,  and 
then  make  an  entry  on  the  journal,  charging  the  various  expense  accounts,  and  credit- 
ing Petty  Cash  account  with  the  total  of  the  check.  This  is  open  to  the  objections 
that  it  makes  two  useless  entries  on  the  journal  and  two  useless  postings  to  Petty 
Cafeh  account  on  the  ledger,  and  that  it  puts  the  record  of  cash  disbursements  on  the 
journal,  instead  of  on  the  cashbook.  The  record  of  the  disbursements  is  made  with 
less  trouble  and  in  a  much  more  logical  way,  by  making  the  charges  to  the  various  ex- 
pense accounts  when  the  check  is  entered  on  the  cashbook.  Petty  Cash  account  always 
remains  unchanged,  unless  the  amount  is  permanently  increased  or  diminished. 

(8)  CHECKS  EXCHANGED  FOR  CURRENCY.  In  cases  which  sometimes  occur  where 
checks  are  given  in  exchange  for  currency  or  drafts,  the  check  should  be  entered 
in  its  regular  order  on  the  disbursement  side  of  the  cashbook  and  the  currency  or 
draft  on  the  other  side,  and  both  items  marked  "contra"  in  the  folio  column,  showing 
that  they  lire  offsets  and  are  not  posted  to  any  account.  In  this  way  the  check  is 
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acccmnted  for  and  the  currency  or  draft  is  included  in  the  deposit.  Nothing  is  so  per- 
plexing to  the  auditor  as  to  find  checks  issued  and  paid,  for  nhich  no  entry  appears 
on  the  cashbook  and  the  only  explanation  for  which  is  a  note  on  the  stub  that  it  is 
issued  against  currency  furnished  by  so-and-so,  or  in  exchange  for  a  New  York  draft 
from  such  and  such  a  customer. 

In  the  case  of  checks  cashed  out  of  the  receipt  funds  no  entry  is  necessary,  as 
the  checks  take  the  place  of  currency  in  the  deposit  and  there  is  no  more  disturbance 
of  the  routine  than  occurs  when  small  bills  are  given  in  exchange  for  a  larger  one. 
If  the  check  cashed  is  one  issued  by  the  house  itself  it  should  be  deposited  just  the 
same  as  any  other.  When  it  is  an  outside  check,  it  is  well  to  make  note  on  the  stub 
of  the  check  book  of  the  name  of  the  person  for  whom  it  was  cashed,  together  with  the 
amount  and  the  bank  on  which  it  was  drawn,  so  that  it  may  be  traced  if  it  should  be 
lost. 

(9)  THE  WORKING  FOND.  It  sometimes  happens  that,  owing  to  the  office  being  a 
long  distance  from  any  bank,  or  because  the  business  requires  larger  amounts  of  cur- 
rency than  would  be  provided  by  any  Petty  Cash  fund,  it  is  necessary  to  adopt  a  dif- 
ferent plan.  The  cashier  is  then  entrusted  with  an  amount  that  can  no  longer  be  call- 
ed petty.  The  proper  name  for  this  fund  is  Working  Fund.  It  can  be  managed  in  very 
much  the  same  way  as  the  Petty  Cash*  being  replenished  from  time  to  time  by  a  voucher 
for  the  exact  amount  expended,  or  it  can  be  used  as  a  supplementary  cash  account.  In 
this  case,  cash  sales  or  other  miscellaneous  currency  receipts  can  be  paid  into  it  and 
currency  disbursements  made  from  it*  The  cashier  who  handles  this  fund  then  becomes 
the  agent  of  the  business  for  its  currency  receipts  and  disbursements,  very  touch  in 
the  same  way  as  if  he  were  managing  a  branch  in  some  other  place.  He  would  have  to 
make  a  report  from  time  to  time,  certainly  once  a  month,  and  support  that  report  with 
the  proper  vouchers  and  cash  register  slips.  His  transactions  can  be  journalized  to 
the  debit  and  credit  of  the  Working  Fund  account,  the  balance  of  which  would  be  con- 
stantly changing,  or  they  can  be  posted  direct  from  his  cashbook,  the  total  of  his  re- 
ceipts being  charged  and  the  total  of  his  disbursements  credited  to  the  Working  Fund. 
Wherever  possible  the  Imprest  Petty  Cash  method  should  be  adopted,  and  the  Working 
Fund  resorted  to  only  *hen  it  is  positively  necessary. 


Copyright,  1911,  Charles  H.  Langer 
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DIARY  OF  BV12OTS. 

March  11.  Paid  International  Harvester  Co*  their  whole  account  $9,762.50  leas 
2fo  discount.  Sold  E.  Higgins  at  Sparta  fam  implements  $28.50  C.  0.  D.  Open  an  ac- 
count with  C.  0.  D.  Sales  on  the  Sales  Ledger  (105),  patting  the  buyer's  name  in  the 
remarks  column.  This  is  done  to  avoid  opening  accounts  with  a  number  of  customers  who 
buy  only  once,  only  to  be  almost  immediately  closed.  James  Robinson  paid  his  account 
Of  $890.00,  less  2$  discount. 

March  12.  Paid  Mo line  Plow  Co.  $3,240.00,  less  3$  discount.  Bought  of  Inter- 
national Harvester  Co.  bill  of  farm  implements  $16,661.75,  terms  3$,  10  days,  2$,  30 
days,  net  60.  Joseph  Cooper  paid  his  account  of  $670.00  and  bought  farm  implements 
$1,825.00,  terms,  3$£,  10  days,  net  30.  John  Adams  ordered  a  bill  of  hardware  for  his 
own  home  $56*80.  Enter  this  in  the  Sales  Register,  the  same  as  any  other  sale,  other- 
wise there  will  be  an  invoice  number  not  accounted  for  on  the  register.  Paid  salaries 
by  currency  check  $46.00.  Cash  sales  for  the  week,  hardware  $508.25,  farm  implements 
$133.80. 

Harch  14.  Bought  of  Moline  Plow  Co.  bill  of  farm  implements  at  list  price  of 
$12,000,  less  trade  discount  of  30,  10  and  10,  terms  3>,  10  days,  net  30.  Reoeived 
money  from  C.  0.  D.  sale  to  E.  Higgins  $28.50.  Paid  Gunning  Sign  Co.  $225.00  for  paint- 
ing ads  on  farm  fences  and  buildings.  Paid  $4.00  to  P.  Murphy  for  shoeing  horse, 

March  15.  R.  Roberts  paid  his  account  $394.50.  Sold  F.  R.  Mason  farm  imple- 
ments $2,200.00  and  took  his  note  at  30  days,  without  interest.  L.  M.  Jackson  paid  his 
account  $322.50,  less  2$  discount.  Returned  to  International  Harvester  Co.  defective 
goods  invoiced  at  $74.25. 

March  16.  Paid  Brown  Mfg.  Co.,  account  $123*30.  William  Draper  bought  a  cow 
from  John  Adams  for  $30.00  and  instructed  the  bookkeeper  to  record  the  transaction  on 
the  books  of  the  firm.  Bought  at  receiver's  sale  the  -nhole  stock  of  farm  implements 
of  a  bankrupt  at  Morrison  by  giving  a  check  to  J.  D.  Hess,  Receiver,  for  $27,500.00. 
Enter  this  directly  on  the  Cash  Book,  thus  avoiding  the  necessity  of  opening  an  ac- 
count with  the  Receiver. 

March  17.  R.  L.  Long  paid  his  account  of  $291.70,  less  2$   on  $178.50.  Thomas 
Robinson  paid  $178.40,  less  2$  $3.57,  allowed  although  late.  Sold  L.  M.  Jackson  farm 
implements  $1,350.00,  terms  3%t   10  days,  net  30,  and  Hiram  Goodrich  $168.35  hardware, 
and  H.  M.  Rowe  $187.50,  hardware. 

March  18.  Draper  drew  $40.00  for  personal  use.  Paid  freight  on  goods  from 
Morrison  by  check  to  C.  &  H.  W.  R.  R.  $380.00.  Hiram  Goodrich  returned  defective  goods 
$18.50.  H,  M.  Rowe  notified  the  firm  of  an  error  of  $10.00  in  the  extension  of  an 
item  on  his  last  bill  and  asked  credit  for  it.  Note:-  This  being  neither  a  return 
nor  an' allowance ,  make  journal  entry,  debiting  Hardware  Sales  and  crediting  Rowe. 

March  19.  Paid  salaries  $46.00  by  check  to  Currency.  Cash  Sales  for  the 
week  were  $478.65  hardware  and  $243.60  farm  implements.  John  Adams  drew  $30.00  for 
personal  use. 

Copyright,  1911,  Charles  H.  Laager 
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CHAPTER  11. 
NOTES  RECEIVABLE  AND  PAIABLE. 

(1)  DEFINITIONS.  A  note  is  a  written  promise  to  pay  a  definite  sun  of  money 
at  sane  future  tine.  A  "bill  of  exchange  is  an  order  drawn  by  one  person  (the  drawer* 
on  a  second  person,  (the  drawee  or  payer)  ordering  him  to  pay  a  certain  sum  of  money 
to  a  third  person  (the  payee.)  If  the  Dill  is  made  payable  a  certain  number  of  days 
after  date,  or  after  sight,  (that  is, after  the  date  it  is  presented  to  the  drawee,) 
the  drawee  accepts  it  by  writing  his  name  across  the  face  of  it,  and  is  then  called 
the  acceptor,  and  the  bill  itself  is  called  an  acceptance.  As  the  accepted  bill  is 
the  promise  of  the  acceptor  to  pay  it  at  its  maturity,  it  is  of  the  same  nature  as 

a  note  made  by  him,  and  is  treated  as  such  in  the  accounts.  Therefore,  the  Note 
account  includes  both  the  direct  promise  to  pay  and  the  accepted  bill  of  exchange. 

The  same  note  is  both  a  Note  Payable  and  a  Note  Receivable.  It  is  a  note 
payable  on  the  part  of  the  maker  or  acceptor,  because  he  expects  to  pay  it.  It  is  a 
note  receivable  to  the  person  who  owns  it.  because  he  expects  to  receive  the  money 
for  it  when  it  becomes  due. 

The  term  Notes  is  preferable  to  Bills,  as  it  more  exactly  defines  the  formal 
written  promise  to  pay.  A  bill  is  a  creditor's  statement  in  writing,  specifying 
the  amount  and  character  of  his  claim  in  detail.  The  use  of  the  word  in  place  of 
notes  arose  from  the  custom,  now  almost  given  up  in  our  domestic  business,  of  draw- 
ing a  bill  of  exchange  (time  draft)  on  a  debtor,  payable  at  a  future  time,  according 
to  the  terms  of  the  sale.  When  this  bill  was  accepted  it  became  a  Bill  Receivable 
of  the  drawer  and  a  Bill  Payable  of  the  acceptor.  As  almost  all  sales  were  on  this 
basis,  the  few  formal  notes  taken  or  given  were  classed  with  the  bills,  although 
they  are  not  strictly  bills  at  all.  This  practice  still  obtains  in  England,  and  also 
in  our  own  dealings  with  foreign  countries,  especially  in  respect  to  bills  drawn 
against  shipments  of  grain,  cotton  and  other  merchandise. 

(2)  RELATION  OF  NOTES  TO  OPEN  PERSONAL  ACCOUNTS.   An  open  account  with  a 
customer  is  a  personal  account.  When  a  note  is  received  from  the  customer  in  settle- 
ment of  his  account,  the  personal  account  is  credited  and  the  quasi  impersonal 
aocount  of  Notes  Receivable  is  charged.  As  the  debit  is  no  longer  an  Account  Receiv- 
able, the  Notes  Receivable  account  is  not  kept  on  the  Customers  •  ledger,  but  on  the 
General  ledger.  One  reason  for  this  is  that  a  note  is  a  higher  form  of  indebtedness 
than  an  open  account,  since  it  is  in  itself  an  acknowledgement  of  the  amount  due. 
Another  is  that  a  note  is  apt  to  be  much  more  promptly  paid  than  is  an  open  account, 
a  few  days  delay  in  which  does  not  affect  a  person's  credit  as  seriously  as  does  the 
failure  to  pay  a  note  on  the  very  day  it  comes  due.  In  suing  on  a  note,  it  is  not 
necessary  to  prove  the  amount  due,  as  the  note  itself  is  evidence  of  that,  while  in 
suing  on  an  open  account  it  is  necessary  to  prove  the  correctness  of  each  item  of 
the  account* 

For  similar  reasons  the  account  with  Notes  Payable,  given  to  creditors  or  to 
a  bank,  is  kept  on  the  General  ledger,  and  not  on  the  Accounts  Payable  or  Creditors' 
ledger. 

Copyright,  1911,  Charles  H.  ganger 
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(3)  REGISTERING  NOTES.  When  only  a  few  notes  are  taken  or  given  it  is  not 
usual  to  have  any  special  book  in  which  they  are  registered.  Each  individual  tran- 
saction is  recorded  in  the  journal  by  a  charge  to  Notes  Receivable • account  in  the 
General  column  and  a  credit  to  the  customer  in  the  Accounts  Receivable  column,  or  a 
charge  to  the  creditor  in  the  Accounts  Payable  column  and  a  credit  to  Notes  Payable 
in  the  General  column,  as  the  case  may  be.  The  amount  of  each  note  is  posted  sep- 
arately to  the  Note  account  in  the  General  ledger,  the  Notes  Receivable  account  show- 
ing the  name  of  the  maker  and  the  due  date  of  each  note  in  the  Remarks  column,  and  the 
Notes  Payable  account  showing  the  name  of  the  payee  and  the  due  date  of  each  note. 
Whena  note  is  paid,  the  amount  is  posted  to  the  Note  account,  and  checked  against 
the  original  entry  of  the  note.  The  unchecked  items  in  the  account  will  always  show 
the  balance  of  the  account,  that  is,  of  the  unpaid  notes* 

When  the  notes  are  numerous,  it  is  desirable  to  have  a  separate  register  of 
them,  where  they  can  bo  easily  kept  track  of.  There  are  several  ways  of  registering 
notes.  The  usual  method  is  to  list  them  in  the  order  in  t«iich  they  are  received  in 
a  book  ruled  to  show  date  received,  date  of  note,  name  of  payer,  endorser,  where  pay- 
able, time,  interest  rate,  followed  by  twelve  columns  for  months,  the  day  on  which 
the  note  is  due  being  placed  in  the  column  of  the  month  of  maturity.  These  are  fol- 
lowed by  columns  for  the  amount,  date  of  payment,  and  a  remarks  column.  When  a  note 
is  paid,  it  is  usual  not  only  to  enter  the  date  of  payment  in  its  column,  but  also 
to  rule  the  amount  off  in  red  ink.  Notes  payable  are  entered  in  a  similar  way,  the 
ordinary  note  register  having  two  divisions,  one  for  each  kind  of  note.  As  thus 
kept,  the  register  is  merely  a  memorandum  book,  the  original  entry  being  on  the  jour- 
nal to  the  debit  of  Notes  Receivable  and  the  credit  of  the  customer.  The  register 
may  however  be  made  to  act  as  a  journal  by  leaving  a  line  at  the  end  of  each  month, 
on  which  to  enter  the  total  of  the  notes  received  that  month,  this  total  being  post- 
ed to  Notes  Receivable  account  and  the  individual  credits  to  customers  being  made 
directly  to  their  accounts  from  the  register  itself.  When  there  are  sufficient  notes 
to  make  this  last  method  advisable,  it  would  probably  be  also  advisable  to  have  a 
special  column  in  the  Cashbook  in  which  to  record  the  payment  of  notes  receivable, 
the  total  of  the  column  being  posted  to  the  credit  of  the  Notes  Receivable  account 
at  the  end  of  the  month.  Notes  Receivable  account  would  then  have  only  one  debit 
for  all  the  notes  taken,  and  one  credit  for  ail  the  notes  paid  during  the  month. 
The  balance  of  the  account  would  be  verified  by  listing  and  totaling  the  unpaid  i- 
tems  in  the  register. 

Another  method  of  registering  notes  receivable  is  to  employ  a  book  provided 
with  one  or  more  pages  for  eaoh  month  in  which  the  notes  mature.  Each  note  is  regis- 
tered on  the  page  of  the  month  in  which  it  matures,  the  notes  being  grouped  with 
respect  to  the  month  in  which  they  were  taken.  That  is,  of  the  notes  taken  in  Jan- 
uary, those  maturing  in  February  will  be  listed  on  the  February  page  under  date  of 
January,  those  maturing  in  March  being  listed  under  the  date  of  January  on  the  March 
page.  On  the  January  page  all  the  notes  taken  in  January  are  recapitulated  from  the 
totals  of  January  notes  maturing  each  month,  as  listed  on  the  page  of  that  month,  and 
the  total  of  the  recapitulation  is  posted  to  the  debit  of  Notes  Receivable  account. 
The  amounts  of  the  individual  notes  are  posted  to  the  credit  of  the  customers  giving 
them,  from  the  page  on  which  they  are  registered.  The  advantage  of  this  method  is 
that  it  brings  together  all  the  notes  maturing  each  month,  so  that  the  total  of  the 
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money  to  be  expected  from  their  collection  each  month  can  be  readily  ascertained.  As 
in  the  other  register,  the  date  when  a  note  is  paid  is  noted  in  the  Date  Paid  column, 
and  the  correctness  of  the  balance  of  the  Notes  Receivable  account  on  the  general 
ledger  would  be  verified  by  listing  and  totaling  the  unpaid  items  on  the  register. 

(4)  INTEREST  ON  NOTES.  A  note  is  always  carried  in  the  account  at  its  face, 
that  is,  the  amount  which  appears  on  the  note  itself.  If  it- is  made  with "running" 
interest,  that  is,  if  it  is  made  for  a  certain  amount  with  interest  from  date,  no 
attention  is  paid  to  the  interest  until  the  note  is  paid.  Then  Notes  Receivable  is 
credited  with  the  face  of  the  note  and  Interest  is  credited  with  the  amount  of  inter- 
est paid.  If  the  face  of  the  note  is  made  to  include  not  only  the  principal  of  a 
debt,  but  also  the  interest  on  it  to  the  date  of  maturity,  the  note  would  be  entered 
at  its  face,  the  party  giving  the  note  would  be  credited  with  the  principal  of  his 
indebtedness,  and  Interest  would  be  credited  at  once  with  the  amount  of  interest  which 
has  been  added  to  the  note.  If  the  notes  are  posted  to  the  credit  of  customers  di- 
rectly from  the  register,  the  face  of  the  note  would  then  be  credited,  and  it  would 

be  necessary  to  make  a  special  journal  entry  charging  the  interest  to  the  account  of 
the  person  giving  the  note.  Such  notes  are  not  common,  but  if  a  house  should  be  in 
the  habit  of  receiving  many  of  them,  it  would  be  well  to  have  a  column  in  the  register 
for  interest,  the  total  of  which  would  be  posted  to  the  credit  of  Interest  at  the  end 
of  the  month* 

When  money  is  borrowed  from  a  bank,  either  on  a  Note  Payable  or  on  a  Note  Re- 
ceivable Discounted,  the  bank  deducts  the  interest  from  the  face  of  the  note,  (except 
in  the  case  of  demand  notes  with  running  interest.)  The  interest  thus  deducted  from 
the  face  of  the  note  is  called  Disoount  by  the  bank,  but  it  must  not  be  confused  with 
Cash  Discount,  which,  as  has  been  seen,  is  an  allowance  for  the  the  prompt  payment  of 
an  open  account.  Many  concerns  carry  only  one  account  for  Interest  and  Cash  Discount, 
but  this  is  not  advisable.  There  should  be  three  accounts,  one  each  for  Interest,  for 
Disoount  on  Sales,  and  for  Discount  on  Purchases,  if  the  transactions  of  the  business 
are  to  be  shown  in  their  true  relations. 

(5)  NOTES  RECEIVABLE  DISCOUNTED.  When  a  note  received  from  a  customer  is  dis- 
counted in  a  bank  or  transferred  to  a  creditor  in  part  payment  of  his  account,  it  is 
the  almost  universal  custom  to  credit  it  at  once  to  Notes  Receivable  account  and  to 
rule  it  off  the  register.  In  other  words,  it  is  treated  exactly  as  if  it  were  paid. 
But  there  is  a  very  material  difference  between  a  note  that  is  actually  paid  and  one 
that  has  been  merely  discounted,  because  of  the  liability  that  the  discounted  note  may 
not  be  paid  at  maturity.  This  contingent  liability  is  lost  sight  of  when  the  discounted 
note  is  credited  directly  to  the  Notes  Receivable  account.  The  only  correct  practice 

is  to  credit  it  to  Notes  Receivable  Discounted  and  to  leave  it  open  on  the  register, 
with  a  notation  in  the  remarks  column  that  it  has  been  discounted.  This  leaves  the 
note  in  the  Notes  Receivable  account,  as  if  it  were  still  on  hand,  but  it  is  offset 
by  the  credit  in  the  Notes  Receivable  Discounted  account,  where  it  is  a  constant  re- 
minder of  the  contingent  liability. 

When  a  note  receivable  is  transferred  by  endorsement  to  a  creditor  to  be 
applied  on  account  of  the  debt  due  to  him,  it  is  just  as  much  a  Note  Receivable  Dis- 
counted as  if  it  had  been  given  to  a  bank  for  cash.  There  is  no  essential  difference 
between  selling  a  note  to  a  bank  for  cash  and  selling  it  to  a  creditor  for  credit. 
The  contingent  liability  exists  ecpially  in  either  case. 
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When  it  is  ascertained  that  a  note  receivable  discounted  has  been  paid,  the 
i contingent  liability  no  longer  exists,  and  a  Journal  entry  should  be  made  charging 
: notes  Receivable  Discounted  and  crediting  Notes  Receivable,  and  it  can  then  be  ruled 
off  the  register.  In  the  balance  sheet,  the  Notes  Receivable  account  is  shown  in 
two  amounts,  those  on  hand  and  those  discounted,  and  a  liability  is  shown  of  Contin- 
gent Liability  on  Notes  Discounted. 

Sometimes  a  note  is  sold  without  this  contingent  liability  being  attached  to  it, 
being  endorsed  "without  recourse."  The  endorser  of  a  note  without  recourse  guarantees 
only  that  it  is  a  valid  and  existing  debt,  that  the  signatures  are  genuine,  and  that 
the  endorser  had  the  right  to  transfer  it.  As  he  does  not  guarantee  the  payment  of 
the  note,  there  is  no  contingent  liability,  therefore,  a  note  sold  without  recourse 
can  be  oredited  directly  to  notes  Receivable  account. 

(6)  DISHONORED  NOTES.  A  note  is  said  to  be  dishonored,  when  it  is  not  paid  at 
maturity.  The  proper  course  to  pursue,  when  a  note  is  dishonored,  is  to  credit  it  to 
Notes  Receivable,  and  to  charge  it,  together  with  protest  fees,  interest,  or  any  other 
expense  incurred  to  the  account  of  the  customers,  even  if  it  is  at  once  taken  out  of 
his  account  and  charged  to  Suspense.  This  is  in  order  to  make  the  record  complete  on 
the  account  of  the  customer.  A  note  that  is  past  due  indicates  a  much  worse  state  of 
affairs  than  the  failure  to  pay  an  open  account  promptly  on  the  date  agreed  upon.  For 
this  reason  the  average  business  man  does  not  like  to  give  his  note,  the  result  being 
that  very  few  notes  are  now  held  by  business  houses  in  comparison  with  the  conditions 
of  thirty  or  forty  years  ago. 

If  a  note  receivable  discounted  is  dishonored,  the  endorser  must  pay  it.  The 
logical  entry  to  make  in  such  a  case  is  to  charge  the  customer  from  whom  the  note  was 
taken,  with  the  amount  of  the  note,  protest  fees,  interest,  and  any  other  expense,  and 
then  to  make  a  journal  entry,  charging  Notes  Receivable  Discounted,  and  crediting  Notes 
Receivable  with  the  ^amount  of  the  note. 

(7)  LONG  TIME  NOTES.  The  term  Notes  Receivable  is  supposed  to  cover  principal- 
ly notes  received  from  customers  in  payment  for  goods.  If  long  time  Notes  are  acquired 
in  any  way,  such  as  a  mortgage  note  running  one  or  more  years,  that  is  taken  in  settle- 
ment of  some  account,  or  is  received  as  part  payment  on  land  sold,  it  should  not  be 
charged  to  Notes  Receivable  account  but  to  an  account  indicating  its  true  nature,  as 
"Mortgages."  In  the  same  way  a  mortgage  note  in  payment  of  property  bought  should  not 
be  credited  to  Notes  Payable,  which  are  supposed  to  be  notes  given  in  payment  for 
goods  or  for  money  borrowed  on  comparatively  short  time.  It  should  be  credited  to 
"Mortgage  Payable." 

(8)  NOTES-OFFICERS,  EMPLOYEES  AND  STOCKHOLDERS.  Notes  received  from  officers, 
employees  or  stockholders  should  not  be  included  in  the  regular  Notes  Receivable  ac- 
count, especially  when  given  in  payment  of  stock  subscription.  Such  not®  not  be- 
ing received  in  the  ordinary  course  of  business  for  goods  sold  are  more  or  less  irreg- 
ular and  are  not  nearly  as  likely  to  be  paid  promptly  as  those  due  by  customers  who 
have  a  credit  to  maintain.  They  should  be  listed  separately,  or  at  least  in  a  sep- 
arate schedule  of  notes  due  by  officers  and  employees.  Notes  payable  given  to  such 
persons  should  also  be  separately  treated.  While  it  does  not  make  as  much  difference 
to  whom  money  is  owed  as  from  whom  it  is  due,  there  is  a  slight  difference.  In  one 
way  it  is  a  sign  of  strength  that  an  officer  is  willing  to  loan  money  to  the  company, 
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"but  on  the  other  hand  it  nay  be  a  danger  to  other  creditors,  as  the  officer,  being 
in  a  position  to  know  when  the  company  is  in  a  precarious  condition,  may  take  advan- 
tage of  his  knowledge  and  cause  himself  to  he  paid  in  preference  to  the  other  holders 
of  notes. 

(9)  NOTES  PAYABLE,  flhen  a  person  gives  his  note  to  a  bant  or  a  creditor,  he 
expects  to  pay  the  note,  and  it  is  therefore  called  a  note  payable.  Such  a  note  must 
not  be  confused  with  Notes  Receivable  Discounted.  Although  the  object  of  discount- 
ing a  note  receivable  and  of  making  a  note  payahle  is  the  same;  the  raising  of  money 
or  its  equivalent,  the  position  of  the  two  notes  is  radically  different.  The  seller 
of  a  note  receivable  never  expects  to  pay  it,  the  maker  of  the  note  payable  must  pay 
it.  In  the  case  of  the  note  receivable  discounted,  the  liability  is  only  contingent 
upon  the  failure  of  the  maker  to  pay  it.  It  is  a  secondary  liability.  In  the  case 
of  the  note  payable,  the  liability  is  direct  and  positive,  the  person  who  makes  it 
must  pay  it.  It  is  a  primary  liability.  Owing  to  this  difference  in  the  liability, 
notes  payahle  must  be  shown  in  an  account  by  themselves. 
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March  21.  Sold  R.  Roberts  farm  implements  $872.50,  terms  Z%   10,  net  30.  Jo- 
seph Cooper  paid  his  account  $1,825.00  less  Z%  cash  discount.  John  Adams  drew  check 
in  his  own  favor  for  $33.85  for  petty  cash  expenses  paid  by  him.  Started  a  Petty  Cash 
fund  by  drawing  currency  check  for  $100.00.  Open  Petty  Cash  account  on  page  32. 

March  22.  Discounted  note  of  F.  R.  Mason  for  $2,200.00  at  First  National  Bank* 
receiving  credit  for  $2,191.57.  There  are  two  ways  of  entering  this  on  the  cashbook. 
Cash  may  be  charged  $2,200,00  for  Notes  Receivable  Discounted  (32)  and  the  full  amount 
charged  to  the  bank.  The  discount  would  then  be  charged  to  Interest  and  credited  to 
tiie  bank,  the  word  "contra"  being  put  in  the  cheek  number  column  to  show  that  it  is 
a  deduction  from  the  other  amount  and  that  no  check  was  drawn  for  it.  Or,  the  credit 
of  $2,200.00  may  be  made  in  the  general  column  and  Interest  charged  by  entering  $8.43 
in  the  same  column  in  red  ink  on  the  next  line,  the  net  amount  being  charged  in  the 
bank  column.  It  is  always  understood  that  an  entry  in  red  ink  is  the  opposite  of 
those  in  black.  The  latter  method  is  preferred  by  many  as  it  keeps  the  bank  account 
regular.  In  adding  up  the  caahbook  the  red  figures  are  subtracted  instead  of  being 
added.  In  entering  this  transaction  use  the  latter  method,  negotiated  a  loan  from 
the  bank,  giving  a  note  payable  on  demand  for  $10,000.00  with  interest  at  6$.  Paid 
International  Harvester  Co.  $16,089.88  in  full  settlement  of  their  account.  Sold 
Joseph  Cooper  hardware  $1,012.50,  terms  2$   10,  net  30.  Adam  Smith  paid  his  whole 
account  $226.60. 

March  23.  Paid  Moline  Plow  Co.  in  full  by  check  for  $6,599.88.  In  order  to 
make  this  check  good,  Draper  made  a  special  loan  to  the  firm  of  $6,000.00  which  was 
credited  to  William  Draper,  Loan  Account  (32),  the  loan  to  bear  6%  interest.  J.  M. 
Rastall  paid  balance  of  his  account  $198.75. 

March  24.  Bought  of  Mercantile  Hardware  Co.  a  bill  of  hardware  for  $3,850.00, 
Zf3   10,  net  30.  H.  M.  Rowe  paid  his  March  1st  balance  of  $162.48. 

March  26.  Paid  salaries  $46.00  by  currency  check.  Sold  James  Robinson  hard- 
ware, $560.00,  2$  10,  net  30.  Sold  Paul  Bosch,  at  Sparta,  $87.50  of  farm  implements 
C.  0.  D.  Peter  Boiler  paid  balance  of  his  open  account  $52.50.  Cash  sales  for  the 
week  were,  hardware  $602.25  and  farm  implements  $822.50.  Paid  Mercantile  Hardware 
Co.  $531.65,  having  overlooked  the  account  on  the  17th  and  thereby  lost  the  discount. 

March  31.  L.  M.  Jackson  paid  his  account  $1,350.00,  less  Z%,   and  bought  farm 
implements  $1,125.00,  Z$  10,  net  30.  Cash  sales  to  date  were,  hardware  $310.00  and 
farm  implements  $256.75.  The  bookkeeper  Henry  Smart,  presented  his  petty  cashbook 
with  vouchers,  showing  expenditures  for  Expense  $18.40,  Stable  Expense  $7.80  and 
Stationery  &  Printing  $3.65  and  was  given  a  check  for  $29.85  to  his  order.  Drew  a 
check  to  the  City  Gas  Co.  for  $24.20  to  pay  the  store  bill  of  $16.75,  Adams'  personal 
bill  of  $3.85  and  Draper's  $3.60. 
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CHAPTER  12. 
CONTROLLING  ACCOUNTS. 

(1)  NECESSITY  FOR  CONTROLLING  ACCOUNT.  When  the  accounts  of  Customers  and  Creditors 
are  few  in  number,  there  is  little  trouble  in  taking  off  a  trial  balance  of  all  the  ac- 
counts in  a  ledger  without  attempting  any  separation  between  them,  except  such  as  occurs 
from  their  position  in  the  ledger.  A  mistake  in  any  account  will  then  throw  the  whole 
trial  balance  out  of  balance,  and  it  is  necessary  to  examine  them  all  in  order  to  find 
the  error.  .7hen  these  accounts  increase  in  number,  it  facilitates  the  work  of  taking 
off  the  trial  balance  if  the  General,  the  Customers'  and  the  Creditors'  accounts  can  be 
so  separated  that  each  set  can  be  balanced  independently  of  the  others.  This  is  still 
more  important  when  the  different  classes  of  accounts  are  kept  in  separate  ledgers,  and 
i§  positively  essential  when  different  persons  keep  the  separate  ledgers.  In  the  latter 
case,  if  the  accounts  are  all  balanced  together  and  there  is  an  error,  it  would  not  be 
known  in  which  ledger  the  mistake  occurred,  nor  which  of  the  three  ledger  keepers  was 
responsible  for  it,  and  chargeable  with  the  duty  of  locating  and  correcting  it. 

(2)  DEFINITION  AND  OBJECT.  In  order  to  separate  the  accounts  in  such  a  way  that  each 
set  may  be  balanced  independently  of  the  others,  a  device  called  the  Controlling  Account 
has  been  adopted.  A  Controlling  Account  is  an  account  on  the  general  le'dger  so  kept  as 
to  show  exactly  in  gross  the  debits,  credits  and  balances  of  a  set  of  accounts  kept  in 
detail  in  another  ledger  or  section  of  a  ledger.  The  ledger,  or  other  book,  in  which 
the  detailed  accounts  are  kept,  is  called  a  subsidiary  ledger  or  book. 

The  principle  of  a  controlling  account  is  the  axiom  that,  "the  whole  is  equal  to  the 
sum  of  all  its  parts. *    The  controlling  account  is  the  whole  or  total  of  all  the  ac- 
counts, the  parts  or  details  of  which  are  found  in  the  subsidiary  book.  It  is  absolute- 
ly essential  that  any  item  that  enters  into  the  subsidiary  book  must  be  also  included 
in  the  controlling  account,  for  if  the  whole,  that  is,  the  controlling  account,  does 
not  include  every  element  of  the  parts,  that  is,  the  subsidiary  accounts,  the  whole  will 
no  longer  be  equal  to  the  sum  of  all  its  parts.  The  reveree  of  this  is  naturally  true, 
that  nothing  must  be  included  in  the  controlling  account,  which  does  not  also  appear  in 
the  subsidiary  accounts. 

(3)  NECESSITY  FOR  COLUMNAR  BOOKS.  It  will  be  readily  seen  that  if  every  item  post- 
ed to  a  subsidiary  book  had  to  be  separately  posted  to  the  controlling  account,  the  work 
of  posting  would  be  doubled,  and  no  advantage  would  be  gained  since  the  controlling  ac- 
count would  be  merely  a  detailed  oopy  of  the  entries  in  the  subsidiary  books.  To  avoid 
this  duplicate  posting,  and  yet  to  include  all  the  items  of  the  subsidiary  books  in  the 
controlling  account,  the  use  of  columnar  books  is  resorted  to.  In  these  columnar  books 
all  the  items  which  belong  to,  and  are  posted  to,  a  subsidiary  book  are  entered  in  a 
column  pertaining  only  to  that  particular  subsidiary  book.  While  the  details  of  the  i- 
tem8  in  this  column  are  posted  to  the  accounts  in  the  subsidiary  book,  the  total  of  the 

column  i3  posted  to  the  controlling  account  which  represents  this  particular  subsidiary 
book.  * 

In  order  to  ascertain  the  amounts  to  be  posted  to  the  controlling  accounts,  it  is 
necessary  that  all  the  columns  of  the  books  of  original  entry  shall  be  added  up  in  ink 
and  the  totals  of  the  different  columns  b.  brought  into  the  general  column  from  whio* 
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they  can  be  posted  to  the  controlling  accounts.  The  method  of  doing  this  in  the  Cash- 
book  has  already  been  illustrated.  In  the  Journal,  it  is  necessary  to  add  up  all  the 
columns  in  ink.  At  the  end  of  the  month,  the  totals  of  the  debits  to  Accounts  Receiv- 
able and  Accounts  Payable  are  brought  down  into  the  General  debit  column  and  the  totals 
of  the  credits  to  the  same  accounts  are  brought  down  into  the  General  credit  column. 
The  totals  of  the  two  general  columns  should  then  be  the  same,  proving  the  correctness 
of  the  Journal.  The  items  of  Accounts  Receivable  and  Accounts  Payable  are  posted  to 
the  controlling  accounts  from  the  entries  brought  down  into  the  general  column.  The 
following  illustration  will  make  this  plain,  it  being  understood  that  the  amounts  in 
the  first  line  are  the  totals  of  the  respective  oolumns  for  the  month. 
Accounts   Accounts     General   Fol. 
Payable    Receivable 
3.840.20     672.43    10.892.38 

672.43   16  Ace'ts.  Rec. 
3.840.20   18  Ace'ts.  Pay. 
15.405.01 

In  the  same  way  the  totals  of  the  columns  showing  the  different  classes  of  Sales  in 
a  Sales  Book  are  brought  down  into  the  Amount  column  and  added  up  to  prove  that  they  are 
equal  to  the  total  of  the  Amount  column.  As  the  details  of  the  Amount  column  have  been 
posted  to  the  debit  of  Customers,  the  total  is  posted  to  the  debit  of  the  controlling 
account.  A  similar  treatment  is. .necessary  in  the  case  of  Returned  Sales,  and  of  Pur- 
chases and  Returned  Purchases. 

(4)  METHOD  OF  KEEPING  CONTROLLING  ACCOUNTS.  A  controlling  account  is  opened  by  deb- 
iting or  crediting  it  with  an  amount  exactly  equal  to  the  total  of  the  balances  on  the 
subsidiary  ledger.  In  opening  a  new  set  of  books,  the  details  of  Accounts  Receivable 
and  of  Accounts  Payable  taken  over  would  be  entered  in  their  respective  subsidiary  led- 
gers. The  total  of  the  Acoounts  Receivable  would  be  charged  to  the  controlling  account 
of  Aocounts  Receivable,  Customers,  or  Sales  Ledger,  and  the  total  of  Accounts  Payable 
would  be  credited  to  the  controlling  account  of  Accounts  Payable,  Creditors,  or  Purchase 
Ledger,  according  to  whichever  names  are  adopted  for  these  ledgers. 

At  the  end  of  a  month,  before  a  trial  balance  is  taken  off , it  is  necessary  that  all 
the  transactions  of  the  month,  which  have  in  any  way  affected  the  accounts  on  a  subsid- 
iary ledger,  shall  be  represented  in  the  controlling  account  which  represents  that  ledg- 
er. As  the  detailed  items  in  the  Sales  Book  have  been  charged  to  the  individual  custom- 
ers, the  total  of  the  sales  must  be  oharged  to  the  Sales  Ledger  controlling  account.  In 
the  same  way,  and  for  the  same  reason,  the  totals  of  the  Accounts  Receivable  columns  in 
the  Journal  must  be  respectively  charged  or  credited  to  the  oontrolling  account.  The 
total  of  the  cash  receipts  from  customers,  as  shown  by  the  column  in  the  cashbook,  is 
credited  to  the  controlling  account,  and  if  Cash  Disoount  is  kept  in  such  a  way  as  to 
call  for  a  credit  of  the  items  to  the  respective  customers,  the  total  of  that  column 
would  also  be  credited  to  the  controlling  account.  The  total  of  Returned  Sales  would 
also  be  credited  to  the  controlling  account.  If  the  disbursement  side  of  the  cashbook 
shows  an  item  of  cash  paid  out  for  account  of  a  customer,  as  is  sometimes  done,  the  i- 
tem  would  have  to  be  posted  twice,  once  to  the  individual  account  of  the  customer,  and 
again  to  the  oontrolling  account,  since  such  items  are  too  infrequent  to  require  a  speo- 
ial  column.   In  such  a  case  the  numbers  of  both  the  ledger  pages  would  be  inserted  in 

Copyright,  1911,  Charles  H.  Langer 


UA      OX  11 


idol 


;©s©t}  a 


moo  ©cJ  sni. 

fZO<Z    VIM 


■ 


fcXco 


,ffiaXq  a  J 
:*o©qaa>i  t 


r  v be 'nts  e«d  3Ca 

-.-s'l  astatroooA  hug  eX 
>©a  ©oat-  16©^  a  ©rtt 

Jf**e  lo  eXarto*  ©, 

.XairtjaoT,  erfi 
«boi"  -jS©  3n2XX<n*.» 

'8CTXX2  aoXwoXI 
©*sa  ©niX  *« 
atatfOoaA       edrcroo 


J£3 


rttaaXc 


©Xvi'.'  . 
■  ^X  icxfc'- 

s^el  ad 

XXa 

-Jolscfne  b  ffc 
©I  tfar 


aomcXc 
xa  tvaaloo  SauomA 


&d  Xi 


t    IBJJ 

©rfcf  0# 

fcerfe 

a©ea 

rxo  *x< 

jael  ■\pca. 

ve~    8^10O9OA 

.81 

firi  e                     ->CA 

►**«s* 

J  f     ITT, 

©XctevleoeH  ^ 

©if?       .tfODOOOJE   3Tfii 

aafi  or: 

"8    pi*  B    CiDJJB   ttJ 

'to  Xa^od   ©rfi 

«etroib  sentl^dfflO' 
i>C8   .faJBOwBiTO   Pjdrf   *iO   -"• 


18  ea   <  &"©<^H 
faaO  li 

38CT»©*.\ 


ie.-ao?p;rr.  a  16  rfrrx 

ii>rri  erfcf 
i  via  ar.ai .  ©on! 

3boX  t>Ai  d£od  lo  ai©cf 


;•  '   ; .sum  Xairr  not  e 
=*oei  /leao  ©jW  "Jo  Xa# 

oc?   Le^ibe 
f>9TC0   * 

iQftbifio  erf  oeX* 

• :    fl£    8W0 

5  ©<f  0*  ©varf  Mirow  m 
&  "Sfil  II oti:  ate 


80, 


#12  -  3. 

the  folio  column.  A3  every  item  which  has  been  passed  to  the  debit  or  credit  of  any  cus- 
tomer is  now  represented  in  the  controlling  account,  it  is  manifest  that  the  balance  of 
that  account  must  be  exactly  eaual  to  all  the  balances  in  the  customers •  ledger.  A  sim- 
ilar treatment  applied  to  the  Creditors'  accounts  would  construct  a  controlling  account 
with  a  credit  balance  equal  to  the  total  of  all  the  balances  in  the  Creditors'  ledger. 

(5)  TREATMENT  OP  EXTRANEOUS  ITEMS.  Sometimes  an  item  is  found  in  a  Sales  or  a  Pur- 
chase Register  that  does  not  belong  to  a  customer  or  creditor,  as  the  case  may  be.  Such 
would  be  the  sale  of  goods  to  a  partner,  officer,  or  other  person,  whose  ordinary  ac- 
oount  is  kept  on  the  general  ledger,  or  the  purchase  of  goods  from  such  a  person.  There 
are  two  ways  of  treating  such  a  transaction.  An  account  may  be  opened  on  the  subsidiary 
ledger  with  the  person,  and  he  can  be  treated  as  an  ordinary  customer  or  creditor,  the 
account  being  settled  in  cash  in  the  regular  way,  or  else  a  journal  entry  can  be  made 
oharging  his  general  account  and  crediting  his  account  on  the  Sales  Ledger,  in  the  case 
of  a  sale  to  him,  or  crediting  his  general  account  and  charging  his  acoount  on  the  Pur- 
chase Ledger  in  case  of  a  purchase  from  him.  The  other  method  would  be  to  charge  his 
general  account  direct  from  the  Sales  book,  and  then  to  divide  the  total  amount  of  the 
sales  at  the  end  of  the  month  into  two  amounts,  showing  sales  to  general  accounts  and 
sales  to  customers,  the  latter  amount  being  posted  to  the  controlling  account.  A  sim- 
ilar treatment  would  be  used  in  case  of  a  purchase. 

If  goods  are  bought  from  and  sold  to  the  same  parties,  the  better  practice  is  to  pay 
no  attention  to  the  reciprocal  accounts,  but  to  let  each  party  settle  his  own  account 
in  full.  In  all  very  large  houses,  the  purchasing  department  and  the  selling  depart- 
ment are  so  entirely  distinct,  that  neither  department  would  have  any  knowledge  of  the 
transactions  of  the  other.  If  a  oustomer  of  such  a  house,  who  owed  the  house  more  than 
the  house  owed  him,  should  send  it  a  check  for  the  net  amount,  a  journal  entry  would 
have  to  be  made  charging  his  account  on  the  Purchase  Ledger  and  crediting  his  account 
on  the  Sales  Ledger,  unless  the  routine  of  the  purchasing  department  made  it  easier  for 
that  department  to  draw  a  check  to  the  customer  or  bearer  and  give  it  to  the  selling 
department* 

(6)  ADVANTAGE  OF  CONTROLLING  ACCOUNTS.  As  the  accounts  of  all  the  customers  and  of 
all  the  creditors  are  represented  on  the  general  ledger  by  one  balance  for  each,  in- 
stead of  by  the  detail  of  their  respective  balances,  it  is  possible  to  take  off  a  trial 
balance  of  that  ledger  without  paying  any  attention  to  the  details  of  the  accounts  on 
the  subsidiary  ledgers.  A  trial  balance  can  then  be  taken  from  each  of  the  subsidiary 
ledgers,  vhich  will  be  shown  to  be  correct  when  the  total  of  the  balances  on  each  equals 
the  respective  controlling  account.  On  the  other  hand,  if  it  is  desired  to  send  out 
statements  to  customers  promptly,  a  trial  balance  can  be  taken  from  their  ledger  first 
and  verified  to  the  controlling  account,  without  waiting  for  the  trial  balance  from  ei- 
ther of  the  other  two  ledgers.  The  advantage  of  carrying  the  controlling  account  is 
therefore  twofold,  the  doing  away  of  the  necessity  for  checking  all  the  accounts  in  the 
three  ledgers  in  order  to  locate  an  error,  and  the  possibility  of  balancing  first  the 
ledger  whose  accuracy  it  is  desired  to  establish  promptly. 

(*7)  CONTROLLING  ACCOUNT  ON  SUBSIDIARY  LEDGER.  When  the  subsidiary  ledgers  are  kept 
by  independent  bookkeepers  it  is  sometimes  the  practice  to  carry  an  account  in  the  sub- 
sidiary ledger  with  the  general  ledger  to  which  are  posted  all  the  items  appearing  in 
the  controlling  account  on  that  ledger,  but  in  reverse.  That  is,  in  the  case  of  a  cus- 
tomers' ledger,  all  items  that  are  debited  to  the  individual  customers  in  detail  are 
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#12  -  4. 
credited  to  the  General  Ledger  account  in  total,  and  all  credits  to  customers  debited  to 
that  account.  The  result  is  that  the  General  Ledger  account  on  the  subsidiary  ledger 
has  a  credit  balance  equal  to  the  debit  balance  of  the  controlling  account  on  the  gen- 
eral ledger  for  that  subsidiary  ledger.  In  taking  off  the  trial  balance  of  the  subsidiary 
ledger,  the  inclusion  of  the  credit  balance  of  the  General  Ledger  account  will  make  the 
two  sides  add  up  the  same.  This  General  Account  on  the  subsidiary  ledger  is  called  an 
Adjustment  Account.  It  is  not  really  necessary,  as  the  keeper  of  the  subsidiary  ledger 
can  ascertain  from  the  keeper  of  the  general  ledger  what  the  net  balance  of  the  controll- 
ing account  is,  more  easily  than  he  can  find  out  what  the  constituent  elements  are,  in 
order  to  enter  them  in  his  own  ledger.  The  same  principles  would  apply  to  the  procedure 
in  the  case  of  a  subsidiary  ledger  for  the  creditors'  accounts,  or  any  other  ledger  for 
which  a  controlling  account  is  carried  on  the  general  ledger. 

(8)  OTHER  EXAMPLES  OF  CONTROLLING  ACCOUNTS.  When  the  details  of  the  Notes  Receivable 
or  Notes  Payable  are  kept  on  the  note  registers,  and  only  the  totals  of  the  notes  receiv- 
ed or  given,  and  of  those  paid  during  the  month  are  posted  to  the  Notes  Receivable  or 
Notes  Payable  accounts  on  the  general  ledger,  these  Note  accounts  are  really  controlling 
accounts,  and  the  registers  are  subsidiary  books. 

A  modification  of  the  controlling  account  is  also  used  to  save  the  necessity  for  nu- 
merous postings  to  the  general  ledger,  when  statistical  information  in  regard  to  more  or 
less  minute  subdivisions  of  an  account  are  desired.  If  the  various  processes  in  a  bus- 
iness, about  which  information  is  wished,  are  divided  into  a  large  number  of  classes,  it 
would  entail  considerable  labor  to  keep  an  account  with  each  one.  The  object  is  attain- 
ed by  keeping  one  general  account  with  General  Expense  and  another  with  Factory  Expense. 
Each  book  of  original  entry  in  which  any  such  items  would  appear  is  provided  with  two 
columns,  one  for  each  of  these  general  accounts,  and  the  totals  of  these  columns  each 
month  are  posted  to  the  respective  accounts.  A  schedule  is  prepared  in  which  each  of 
the  subdivisions  of  each  account  is  given  a  number.  This  number  is  inserted  opposite 
each  item  and  the  amount  of  the  item  is  posted  to  a  column  in  a  distribution  book  headed 
with  that  number.  By  this  method  the  general  ledger  can  be  balanced  without  regard  to 
the  details  in  the  distribution  book.  These  details  can  afterwards  be  assembled  in  a 
statistical  statement  at  leisure,  the  totals  being  balanced  to  the  account  in  the  gen- 
eral ledger. 

The  principle  of  the  controlling  account  is  also  seen  when  a  private  ledger  is  in  use. 
This  is  a  comparatively  small  book  so  arranged  that  it  can  be  locked  shut.  In  it  are 
kept  the  confidential  accounts  of  the  business,  to  which  only  those  have  acoess  who  are 
furnished  with  keys.  In  connection  with  it  there  is  a  private  journal  and  sometimes  a 
private  cashbook  and  bank  account.  In  any  event  there  are  always  entries  in  the  gener- 
al ledger  that  affect  the  private  ledger,  and  it  is  necessary  to  combine  the  two  ledgers 
in  order  to  take  off  a  trial  balance.  To  make  each  ledger  independent  of  the  other,  so 
that  they  can  be  balanced  separately,  a  controlling  account  is  kept  in  the  general  ledg- 
er with  the  private  ledger,  and  one  in  the  private  ledger  with  the  general  ledger.  The 
balances  of  these  accounts  must  be  the  same,  exoept  that  where  one  is  a  debit,  the  other 
must  be  a  credit. 
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INSTRUCTIONS 

The  student  will  now  close  the  cashbook  in  accordance  with  the  form  included  in 
Chapter  9,  and  will  close  the  Sales  Register  by  adding  up  all  the  columns,  ruling  dou- 
ble red  lines  under  the  totals.  Then  below  this,  enter  in  the  name  column  "Hardware 
Sales",  putting  the  total  of  the  Hardware  column  in  the  column  headed  "Amount" ,  and  on 
the  next  line  "Farm  Implement  Sales"  with  the  total  of  the  Farm  Implement  column  in  the 
same  "Amount"  column,  adding  the  two  together  to  prove  that  they  equal  the  total  of  the 
"Amount"  column.  These  items  are  then  posted  to  the  general  ledger  to  the  credit  of 
Hardware  Sales  and  Farm  Implement  Sales  respectively.  As  the  individual  items  in  the 
"Amount"  column  have  already  been  posted  to  the  debit  of  the  individuals,  the  posting  of 
the  credit  items  completes  the  journal  entry,  and  shows  that  the  Sales  register  is  in 
reality  a  journal,  though  in  a  different  form  from  the  book  usually  called  by  that  name. 

A  similar  process  is  carried  out  in  the  Purchase  Register,  the  totals  brought  down 
being  charged  to  Hardware  Purchases  and  Farm  Implement  Purchases,  the  journal  idea  be- 
ing again  exemplified. 

Tho  same  procedure  is  followed  with  the  Returns  and  Allowances  in  the  back  of  the 
Sales  Register,  Hardware  Return  Sales  &  Allowances  being  charged  with  the  total  of  the 
Hardware  column  and  Farm  Implement  Return  Sales  &   Allowances  charged  with  the  total  of 
the  Farm  Implement  column.  In  the  same  way  the  Returns  and  Allowances  In  the  Purchase 
Register  are  closed  out,  the  proper  Purchase  accounts  being  credited  with  the  totals 
of  their  columns.  No  account  is  opened  with  Returned  Purchases  and  Allowances,  as  it 
is  not  important  to  keep  track  of  the  amount  of  them,  as  it  is  with  Returns  and  Allow- 
ances on  Sales,  which  are  the  fault  of  the  business.  Any  large  amount  of  them  should 
cause  inquiry  as  to  the  reason  for  them  and  steps  should  be  taken  to  remedy  the  evil. 

The  cashbook  having  been  closed  and  Discount  on  Sales  having  been  posted  to  the 
debit  of  Discount  on  Sales  account,  and  Discount  on  Purchases  credited  to  the  Discount 
on  Purchases  account;  Bank  Deposits  charged  and  Bank  Withdrawals  credited  to  the  Bank 
(15),  all  the  items  for  the  month  have  been  posted  -to  the  ledgers.  A  trial  balance 
should  now  be  taken  off.  It  should  be  divided  into  three  sections.  General  Ledger, 
Sales  Ledger  and  Purchase  Ledger,  in  order  that  the  total  balances  in  the  last  two  led- 
gers may  be  ascertained.  When  the  trial  balance,  as  thus  prepared,  is  found  to  be  cor- 
rect by  the  two  sides  adding  up  the  same,  open  an  account  on  page  25  with  "Sales  Ledg- 
er", starting  it  under  date  of  March  31,  with  the  word  "Balance"  and  the  amount  of  the 
total  of  the  customers'  balances,  as  already  ascertained.  This  will,  of  course,  be  a 
debit  balance.  In  the  same  way,  open  an  account,  also  on  page  25,  with  "Purchase  Ledg- 
er", with  a  credit  balance  of  the  total  amount  due  to  Creditors,  as  shown  by  the  pre- 
liminary trial  balance.  When  these  two  accounts  are  opened,  the  general  ledger  will 
balance  in  itself. 

Prepare  and  submit  a  trial  balance  of  the  General  Ledger,  putting  in  front  of  the 
name  of  each  account  the  number  of  its  ledger  page. 


Copyright  1911,  Charles  H.  Langer. 


el  i 


&o  ^Hacrej 


'frit 


:eif 


UBiTIUO{, 


w  boy 


. 


t-rramelqn 


-6©i   ov 

sJ  eai 
erf*  lo  susoise  «W  & 
*  ad   ,eai(iD3  V> 
-gfieJ  8e£Ifa^iJ<I,,  rftfiw 
-»tq  erfrf  ^cf  aw-- 
XI  tw  i 


MbrIM" 


:a8  no  i 

!e#ies8£  ecf  \ 
3  iei.  .jnfchcjB^e   »' 


ib?2  rri  eon*, 

TLB    euaqeil 
>£  rfo.ee  " 


,*0t 


PROBLEM  No. 3. 

A  and  B  form  a  partnership  ana  agree  to  divide  profits  in  the  proportion  of  the 
amount  of  capital  contributed  by  each  and  the  tine   that  it  was  left  in  the  business. 
At  the  end  of  the  year  the  capital  accounts  showed  that  the  following  amounts  had  been 
paid  in  and  withdrawn. 

January  1»  A  paid  in  $5,000.  March  1,  he  paid  in  $3,000.  April  15,  he  drew  out 
$2,000.  July  1,  he  paid  in  $1,500.   August  15,  he  paid  in  $2,000.  October  1,  he  drew 
out  $1,000. 

January  1,  B  paid  in  $4,000.  February  15,  he  paid  in  $2,000.  May  1,  he  drew  out 
$1,000.  July  1,  he  paid  in  $3,000.  September  1,  he  drew  out  $2,000.  November  15,  he 
drew  out  $2,000. 

In  calculating  the  time  consider  thirty  days  to  each  month,  however  many  it  may 
really  have. 

The  net  profits  for  the  year  were  $11,700.  Show  how  mnch  is  due  to  each  partner, 
and  give  the  process  by  which  you  arrive  at  the  result. 

PROBLEM  Ho. 4. 
Smith,  Jones  and  Brown  form  a  partnership,  Smith  paying  in  $25,000,  Jones  $35,000 
and  Brown  $40,000.  In  consequence  of  the  difference  in  the  amount  of  attention  to  be 
given  the  business,  they  agree  to  divide  profits  in  the  following  proportions;  Smith 
3/10,  Jones  l/4  and  Brown  9/20.   Interest  is  to  be  credited  on  the  amount  paid  in  by 
each  partner  at  the  rate  of  6%  per  annum.  At  the  end  of  one  year  the  profits  are  as- 
certained to  be  $36,000  before  any  interest  on  partners'  capital  was  taken  into  account. 
Show  how  much  of  this  profit  each  partner  receives,  first  as  interest  and  then  as  a 
further  division. 
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CHAPTER  13* 
CONSIGNMENTS. 

(1)  NATURE  OF  CONSIGNMENTS.  Goods  are  frequently  shipped  by  one  person  to  another 
on  consignment,  that  is,  to  be  sold  by  the  receiver  for  account  of  the  shipper.  Such  a 
transaction  differs  from  an  ordinary  sale  in  the  important  particular  that  the  title  to 
the  goods  remains  in  the  shipper,  who  is  called  the  consignor,  and  he  retains  control  of 
them  to  a  certain  extent,  dependent  on  the  instructions  he  gives  to  the  party  to  t*om 
he  ships,  who  is  called  the  consignee. 

(2)  REASONS  FOR  CONSIGNMENT  SHIPMENTS.  There  are  several  reasons  for  shipping  goods 
in  this  way,  one  being  the  unwillingness  to  trust  the  consignee,  who  may  be  financially 
weak.  If  the  goods  are  sold  outright  to  the  customer,  the  shipper  has  no  rights  except 
as  a  general  creditor  if  the  customer  should  fail,  while  as  consignor  the  goods  remain 
his  property  and  can  be  reclaimed  at  any  time,  the  consignee  being  only  the  trustee  of 
the  goods.  As  such  trustee,  if  the  consignee  does  not  account  for  the  proceeds  of  the 
consigned  goods,  when  sold,  he  becomes  criminally  liable.  This  criminal  liability  of 
the  consignee  is  the  safeguard  of  the  shipper,  vfoo  would  otherwise  have  only  a  civil 
claim  against  the  consignee,  which  would  be  no  stronger  than  the  claim  he  would  have  on 
any  ordinary  customer,  to  whom  he  had  sold  goods  on  open  account.  As  the  goods  do  not 
belong  to  the  consignee,  it  is  his  duty  to  keep  them  separate  from  his  own  goods  and 
from  other  consigned  goods,  so  that  they  can  be  readily  identified  as  the  property  of 
the  consignor. 

Another  reason  is  because  the  shipper  has  no  idea  what  the  goods  may  be  worth  when 
received,  and  there  is  no  way  for  him  to  fix  a  price.  Such  is  the  case  with  shipments 
of  produce  from  the  country  to  city  produce  merchants.  As  the  price  realized  for  such 
goods  depends  upon  the  market  conditions  as  to  supply  and  demand  on  the  day  the  goods 
are  received,  the  produce  merchant  cannot  set  a  price  for  them,  until  they  are  actually 
received  and  sold. 

A  person  may  be  willing  to  receive  goods  on  consignment,  that  is,  make  a  Consign- 
ment Purchase,  when  he  would  not  be  willing  to  buy  the  goods  outright,  because  he  is 
not  oertain  that  he  will  be  able  to  find  a  market  for  them,  or  because  he  is  not  finan- 
cially able  to  carry  a  heavy  line  of  the  goods. 

(3)  CONSIGNMENTS  ON  COMMISSION,  OR  AT  FIXED  PRICE.   A  consignor  may  ship  goods  to 

a  consignee  under  either  of  two  conditions.  For  his  services  in  selling  the  goods,  the 
consignee  may  receive  a  commission  at  an  agreed  rate  on  the  amount  realized.  Or,  the 
consignee  may  be  allowed  to  sell  the  goods  at  •whatever  price  he  may  be  able  to  obtain 
over  and  above  a  price  agreed  upon  between  him  and  the  consignor,  at  which  he  will  have 
to  remit  to  the  consignor  -when  the  goods  are  sold.  The  difference  between  the  price 
realized  and  the  amount  to  be  remitted  to  the  consignor  is  the  profit  made  by  the  con- 
signee. The  latter  method  differs  from  an  ordinary  sale  in  that  the  consignee  does  not 
have  to  pay  for  the  goods,  until  he  has  sold  them. 

In  the  ease  where  the  consignor  does  not  fix  the  price  to  be  remitted  to  him,  the 
consignee  does  not  purchase  the  goods  at  one  price  and  sell  them  at  another,  as  in  or- 
dinary trading,  and  there  is  no  opportunity  for  him  to  make  a  trading  profit.  He  there- 
fore charges  a  commission  on  the  amount  realized,  and  for  that  reason  is  often  called 
a  commission  man.  It  is  not  strictly  correct  to  call  him  a  broker,  as  the  latter  term 
should  be  used  only  in  regard  to  a  person  who  acts  as  the  intermediary  between  the  own- 
Copyright,  1911,  Charles  H.  linger 
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#13  -  2. 
or  and  the  buyer.  Ho  is  what  is  Known  aa  a  factor.  A.  factor  is  one  who  buys  and 
sells  goods  and  transacts  business  for  others  on  commission.  He  buys  and  sells  in 
his  own  name,  and  is  entrusted  with  the  possession  and  control  of  the  goods.  A  brok- 
er does  not  come  into  possession  of  the  goods*  and  contracts  in  the  names  of  those 
who  employ  him  and  not  in  his  own.  Whatever  the  conditions  of  the  consignment,  the 
consignee  must  at  once  report  a  sale  and  remit  the  net  proceeds,  unless  he  is  author- 
ized by  the  consignor  to  hold  the  funds  at  the  credit  of  the  latter* 

(4)  ACCOUNT  OH  CONSIGNEE'S  BOOKS.  When  a  person  receives  goods  on  Consignment,  he 
makes  no  entry  of  the  value  of  the  goods  on  his  books.  If  the  consigned  goods  are  to 
be  sold  on  a  commission  basis,  the  consignee  is  entitled  to  his  full  commission,  with- 
out any  deduction  for  expenses  in  handling  the  goods.  If  he  pays  any  freight,  cart- 
age, insurance  or  other  expense,  he  does  so  for  account  of  the  consignor.  When  such 
expenses  are  paid,  the  consignee  opens  an  account  with  the  consignor,  specifically  des- 
ignating the  account  as  a  "Consignment"  account.  This  account  should  be  carried  on 
the  general  ledger,  unless  the  consignment  business  transacted  by  the  house  is  suffic- 
iently large  to  warrant  the  employment  of  a  special  Consignment  Ledger,  with  a  con- 
trolling account  of  "Consignments"  on  the  general  ledger.  Under  no  circumstances 
should  a  consignment  account  be  carried  on  the  ordinary  customers'  ledger.  If  a  con- 
signee receives  more  than  one  consignment  from  the  same  person,  he  should  open  a  sep- 
arate account  for  each  shipment,  each  separate  consignment  being  given  a  distinguish- 
ing number  to  avoid  confusion,  unless  the  articles  are  such  as  can  be  themselves  des- 
ignated by  numbers,  like  pianos,  in  which  case  one  account  is  sufficient.  When  the 
goods  are  sold,  the  consignment  account  is  credited  with  the  price  realized  and  is 
charged  with  the  agreed  commission.  The  commission  is  charged  on  the  full  amount  of 
the  sale.  The  balance  of  the  account, that  is  the  price  realized,  less  all  expense 

and  commission,  belongs  to  the  consignor, and  should  be  at  once  remitted  to  him  and 
charged  to  the  account,  which  is  thereby  closed.  If  only  part  of  the  goods  are  sold, 
the  consignee  can  deduct  all  the  expenses  paid  on  the  whole  shipment  and  remit  the 
balance,  leaving  the  remainder  of  the  goods  without  any  charges  against  them. 

If  the  agreement  between  the  parties  does  not  call  for  a  settlement  until  a  cer- 
tain quantity  of  the  goods  is  sold,  the  consignee  would  leave  the  account  open  for 
the  time  being.  If  the  consignee  closes  his  books,  when  a  consignment  account  is 
open,  on  which  a  commission  has  been  earned,  but  not  charged,  such  earned  commission 
on  sales  made  should  be  charged  to  the  consignment  account  and  credited  as  an  earn- 
ing. The  circumstance  that  the  consignee  does  not  have  to  remit  does  not  affect  the 
fact  that  the  profit  has  been  earned. 

In  the  ordinary  produce  commission  house  it  is  not  usual  to  open  regular  accounts 
with  the  consignors,  because  the  perishable  nature  of  the  goods  necessitates  their 
immediate  sale,  so  that  each  consignment  can  be  settled  for  on  the  same  day  that  it 
is  received.  Each  consignment  is  given  a  number  and  is  entered  on  a  book  provided 
with  columns  showing  the  name  and  address  of  the  consignor,  the  quantity  and  charac- 
ter of  the  goods,  the  amount  they  sold  for,  persons  to  whom  sold,  any  charges  that 
may  have  been  paid  on  them,  the  commission,  and  finally,  the  net  amount,  for  which  a 
check  is  at  once  mailed  to  the  consignor. 

(5)  ACCOUNT  SALES.  The  consignee  sends  to  the  consignor  a  statement  of  the  account 
when  the  goods  are  sold,  which  is  called  an  "Account  Sales".  It  starts  with  the  a- 
mount  realized  for  the  goods.  The  charges  for  freight,  insurance,  storage  or  any 
other  expense  and  the  commission  are  then'  listed  and  deducted,  showing  the  net  amount 
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due.   It  is  really  a  copy  of  the  consignment  account.  An  account  9ales  should  be  ren- 
dered every  time  a  sale  is  mad*  unless  there  is  an  agreement  that  settlement  shall  be 
made  only  when  a  certain  quantity  of  the  goods  has  been  sold,  or  at  specified  times. 

(6)  ACCOUNTS  ON  CONSIGNOR'S  BOOKS.  When  a  consignor  sends  goods  to  a  consignee, 
the  transaction  is  called  a  Consignment  Sale,  or  a  Shipment.  Unlike  the  consignee, 
srtio  does  not  put  any  value  on  his  books  until  he  has  made  a  sale  of  the  consigned 
goods,  the  consignor  charges  the  consignee,  in  a  consignment  account,  with  the  goods 
*at  cost  price.  This  account  should  appear  on  the  general  ledger,  and  not  on  the  cus- 
tomers' ledger.  Neither  should  the  transaction  be  credited  to,  nor  in  any  way  mixed 
with,  the  regular  Sales  account.  This  is  because  the  goods  still  belong  to  the  con- 
signor until  they  are  sold,  and  the  consignee  is  in  no  way  responsible  for  them,  ex- 
cept that  he  must  use  what  the  law  calls  reasonable  care  in  providing  for  their  hand- 
ling and  disposition. 

If  the  consigned  goods  are  credited  to  the  regular  Sales  account,  lite  an  ordinary 
sale,  at  the  regular  selling  urice,the  profit  on  them  is  included,  when  there  has  been 
no  profit  made,  since  no  profit  can  be  made  until  the  goods  are  actually  sold.  As  the 
charge  to  the  consignment  aocount  is  made  at  cost,  the  offsetting  credit  can  be  to  the 
Merchandise  or  Purchase  account,  which  being  at  cost,  does  not  involve  any  profit,  but 
simply  expresses  the  removal  of  the  goods  from  merchandise  on  hand  to  merchandise  sent 
out  on  consignment.  A  better  way  to  record  such  transactions,  in  order  to  show  clearly 
on  the  books  the  total  of  the  goods  sent  out  on  consignment,  is  to  make  the  offsetting 
credit  to  an  account  of  "Consignment  Sales".  As  the  cost  of  the  goods  in  Consignment 
accounts  is  exactly  offset  by  the  credit  balance  of  Consignment  Sales  account,  the  two 
accounts  neutralize  each  other,  and  are  in  the  nature  of  memorandum  accounts,  having  no 
effect  om  either  the  profits  or  the  financial  condition  of  the  business.  Therefore  it 
follows  that,  when  the  books  are  closed,  the  Consignment  Sales  account  must  not  be  cred- 
ited to  Profit  and  Loss,  as  the  ordinary  Sales  account  is,  nor  should  the  Consignment 
accounts  be  treated  as  Accounts  Receivable.  As  the  balance  of  the  Consignment  accounts 
represents  the  cost  of  gooda  belonging  to  the  Consignor,  these  goods  should  be  included 
as  a  part  of  his  merchandise  inventory,  under  a  special  heading  of  "Goods  out  on  Con- 
signment". On  the  balance  sheet,  the  Consignment  accounts  and  the  Consignment  Sales 
account  should  be  omitted,  because  they  offset  each  other,  otherwise  both  the  assets 
and  liabilities  will  be  overstated. 

When  an  account  sales  is  received  from  the  consignee,  showing  the  proceeds  of  the 
shipment,  the  consignor  should  make  the  necessary  entries  to  record  the  sale.  If, 
when  the  shipment  was  made,  the  Merchandise  account  was  credited  with  the  cost  of  the 
consignment,  the  proceeds  of  the  sale  should  be  credited  to  the  Consignment  account. 
The  balance  of  the  Consignment  account  will  then  show  the  profit  or  loss  on  the  ship- 
ment, and  can  be  transferred  to  the  Merchandise  account,  or  to  a  special  Consignment 
Profit  and  Loss  account,  if  it  is  desired  to  keep  a  separate  record  of  the  results  of 
consignment  business. 

If  the  original  credit  was  made  to  the  Purchase  account,  this  credit  should  be  re- 
versed by  an  entry  charging  it  back  to  Purchase  account,  and  crediting  it  to  the  Con- 
signment account.  The  Sale  should  then  be  treated  as  a  regular  sale,  being  entered  in 
the  Sales  Register,  and  charged  to  the  consignee  in  the  regular  customers'  ledger,  if 
he  has  not  remitted,  or  it  may  be  credited  direct  to  Sales  account  through  the  cashbook, 
if  a  check  to  balance  has  accompanied  the  account  sales.  The  reason  for  charging  back 

fionvrieht.  1911.  Charles  H.  Lancer 
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the  amount  of  the  consignment  to  the  Purchase  account  is,  that  if  the  amount  of  the 
credit  is  allowed  to  remain  in  that  account,  the  purchases  for  the  year  will  he  under- 
stated* 

If  the  original  credit  was  made  to  Consignment  Sales  account,  this  credit  should 
be  reversed  by  a  charge  to  Consignment  Sales  and  a  credit  to  Consignment  account,  the 
reason  being  that  these  two  accounts  are  in  the  nature  of  memorandum  accounts,  and  are 
thus  closed  out  in  order  to  make  room  for  the  recording  of  the  actual  sale,  as  shown 
by  the  account  sales.  They  have  answered  their  purpose  as  memorandums  of  an  incomplete 
transaction,  and  are  no  longer  required.  The  proceeds  of  the  actual  sale  are  then  en-  . 
tered  in  the  Sales  Register  and  charged  to  the  account  of  the  consignee  in  the  custom- 
ers' ledger,  or  treated  as  a  cash  sale,  if  a  check  accompanied  the  account  sales. 

(7)  CONSIGNED  GOODS  ITT  THE  INVENTORY.  A  consignee  should  be  very  careful  to  pre- 
vent any  goods  held  by  him  on  consignment  from  being  included  in  his  inventory  when  his 
books  are  closed,  otherwise  his  profits  will  be  wrongfully  increased  to  that  extent. 

The  expenses  he  has  paid  or  advances  that  he  has  made  will  be  carried  by  him  as  an  asset, 
because  they  will  appear  as  a  debit  balance  in  the  consignment  account.  The  consignor 
should  include  in  his  inventory  the  goods  sent  out  on  consignment  at  the  cost  price,  as 
they  are  still  his  goods.  Any  ordinary  expenses  paid  on  them  may  be  added  to  the  cost 
to  find  the  actual  carrying  value. 

(8)  APPROVAL  SALES.  Approval  Sales  are  somewhat  similar  to  consignments.  They  are 
sales  that  are  conditional  on  the  acceptance  of  the  goods  when  they  have  been  seen  and 
approved.  It  is  a  common  practice  with  department  stores  to  make  such  sales  to  persons 
who,  for  some  reason,  are  not  able  to  visit  the  store  themselves,  or  are  not  sure  that 
the  goods  will  suit  when  brought  into  contact  with  others  with  which  they  should  har- 
monize. Such  goods  are  usually  charged  to  a  memorandum  account  for  the  tine  being  and 
after  a  reasonable  time  has  elapsed,  they  are  transferred  from  that  account  to  the  ac- 
count of  the  customer  who  has  them  on  approval.  If  an  inventory  is  taken  while  goods 
are  out  on  approval,  they  would  be  included,  the  sane  as  if  they  wore  in  stock,  at  their 
cost  price. 

ADVENTURE  ACCOUNTS. 

(9}  SINGLE  ADVENTURE/ An  adventure  or  venture  account,  when  conducted  by  the  shipper 
alone,  does  not  differ  materially  from  a  consignment.  It  is  usually  of  a  speculative 
nature  and  consists  of  the  shipment  of  goods  to  another  point  to  be  sold  by  some  one 
there  in  hopes  of  realizing  a  better  profit  than  if  sold  at  home.  It  is  treated  in  ex- 
actly the  same  way  as  a  consignment  account  and  the  not  profit  or  loss  is  similarly  de- 
termined. 

(10)  JOINT  VENTURE.  When  two  or  more  merchants  in  one  place  agree  with  another  mer- 
chant at  a  more  or  less  distant  point  to  ship  goods  to  the  latter  to  be  sold  by  hin  for 
account  of  all  the  parties,  the  shipment  is  called  a  Joint  Venture.  This  arrangement 
may  be  still  further  extended  by  counter  shipments.  A  merchant  in  Boston  may  ship  cod- 
fish to  a  merchant  in  Havana.  The  latter,  in  his  turn,  may  ship  sugar  to  the  Boston  mer- 
chant. Each  merchant  disposes  of  the  goods  he  receives.  The  profit  or  loss  on  both  the 
shipments  will  bo  shared  by  the  two  merchants.  It  may  happen  that  three  or  more  mer- 
chants in  different  places  may  agree  to  ship  goods  from  one  point  to  another  to  be  sold 
for  the  joint  account  of  all.  In  such  a  joint  venture,  many  complications  may  arise. 
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Die  contributions { of  the  different  parties  nay  be  unequal,  (wring  to  the  different 
values  of  the  goods  shipped  from  one  to  another.  This  condition  may  he  equalized 
by  crediting  interest  to  each  merchant  on  the  value  of  the  shipment  made  by  him  un- 
til the  date  of  final  settlement.  On  the  other  hand,  one  or  more  of  the  parties  may 
have  sold  goods  and  retained  the  proceeds  until  final  settlement  and  would  be  called 
on  to  pay  interest  on  the  amount. 

(11)  JOINT  VENTURE  ACCOUNTS.  Each  participant  in  a  joint  venture  should  keep 
an  account  on  his  own  books  with  the  venture,  not  only  of  his  own  transactions,  but 
also  of  those  made  by  the  others.  Each  person  should  at  once  report  to  all  the  oth- 
ers any  transactions  affecting  the  joint  account.  On  the  books  of  each  merchant 
Joint  Venture  account  would  be  charged  with  all  merchandise  contributed  to,  or  ex- 
pense or  interest  incurred  for,  the  joint  account.  On  the  books  of  the  merchant  con- 
tributing the  merchandise,  paying  the  expense  or  earning  the  interest,  the  offsetting 
credit  would  be  to  his  own  Merchandise, Expense,  or  Interest  account,  or  to  his  Cash, 
as  the  case  may  be.  On  the  books  of  each  merchant,  transactions  of  this  kind  report- 
ed by  the  others,  would  be  charged  to  the  Joint  Venture  account  and  credited  to  a 
special  personal  account  with  each  of  those  who  contributed  or  paid  for  the  items. 
The  Joint  Venture  account  should  be  credited  with  the  proceeds  of  the  goods  sold  by 
each  and  with  the  interest  charged  to  those  parties  who  had  retained  money  belonging 
to  the  Joint  account.  The  offsetting  debits  on  the  books  of  the  party  receiving  the 
money  would  be  to  his  own  Cash,  and  for  the  interest  on  it  to  his  own  Interest  ac- 
count. Each  one  would  charge  the  special  personal  account  of  any  one  of  the  others 
who  had  received  money  as  the  proceeds  of  joint  goods  sold,  and  with  the  interest  on 
any  of  that  money  withheld.  In  a  reciprocal  account  of  this  character,  it  is  not 
usual  to  charge  a  connission  on  the  goods  bought  or  sold,  but  it  may  be  done.  If  so, 
the  commission  is  charged  to  the  Joint  Venture  and  credited  to  the  party  earning  it. 

The  result  of  this  treatment  is  that  the  Joint  Venture  account  on  the  books  of 
each  merchant  will  be  identical  with  that  on  those  of  each  of  the  others.  As  the 
account  has  been  charged  with  all  the  merchandise  contributed,  and  with  all  the  ex- 
penses, interest,  and  coirmissions,  (  if  any  )  and  has  been  credited  with  the  proceeds 
of  all  the  sales  and  with  the  interest,  the  balance  of  the  account  must  be  the  net 
profit  or  loss  on  the  joint  venture.  The  account  is  then  closed  by  transferring  the 
profit  or  loss  to  the  special  personal  accounts  of  each  of  the  participants  in  the 
agreed  proportion,  except  that  on  each  one's  books,  his  own  share  would  be  credited 
or  charged  to  an  appropriate  operating  account.  The  best  way  to  make  the  final  set- 
tlement is  for  one  of  the  parties  to  act  as  agent,  collecting  the  amounts  due  from 
those  who  have  debit  balances,  and  paying  those  ^ftio  have  credits. 

If  either  of  the  merchants  closes  his  books  while  the  joint  venture  is  still  in 
progress,  the  debit  balance  of  the  Joint  Venture  account  would  be  carried  by  him  as 
an  asset,  since  all  the  items  not  contributed  by  him  are  offset  by  credits  to  the 
other  parties,  the  net  difference  between  the  debit  balance  of  the  Joint  Venture  ac- 
count and  the  offsetting  credit  balances  of  the  other  parties  being  carried  as  an 
asset  on  the  Balance  Sheet. 
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ADAMS  &  DRAPER. 
TRIAL  BALAHCE,  MARCH  31,   1904. 

1  John  Adams,  Capital  25,000.00 

1  William  Draper,  Capital  20,000.00 

2  Furniture  &  Fixtures  393.00 

2  Horses,  Wagon  &  Harness  275.00 

3  John  Adams,  Drawing  Account  123.45 
3  William  Draper,  Drawing  Account  124.35 

5  Hotes  Receivable  2,607.10 

6  Hotes  Payable  10,000.00 

7  Hardware  Purchases  8,041.12 

8  Farm  Implement  Purchases  63,894.00 

9  Hardware  Sales  5,468.90 

10  Farm  Implement  Sales  11,983.45 

11  Hardware  Return  Sales  &  Allowances  55.00 

13  Salaries  184.00 

14  General  Expense  132.60 

15  First  National  Banlc  3,076.25 
21  Discount  on  Sales  126.64 

21  Discount  on  Purchases  999.17 

22  Freight  &  Cartage     In  462.10 

22  Freight  &  Cartage    Out  18.75 

23  Advertising  225.00 

23  Interest  8«43 

24  Stationery  &  Printing  62.15 

25  Sales  Ledger  5,226.20 

25  Purchase  Ledger  3,850.00 

31  Insurance  232.08 

31  Rent  100.00 

31  Stable  Expense  34.30 

32  Hotes  Receivable  Discounted  2t200.00 
32  William  Draper,  Loan  Account  6,000.00 
32      Petty  Cash  100,00 


85,501.52     85,501.52 
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QUIZ  QUESTIONS. 

6.  When  a  single  Merchandise  account  is  kept  on  a  double  entry  set  of  books,  to 
•which  purchases  are  charged  and  sales  credited,  what  ia  the  effect  of  crediting  the 
inventory  to  that  account,  when  the  books  are  closed,  and  how  does  this  credit  of  the 
inventory  accomplish  the  effect  ? 

7.  If  nothing  is  said  in  the  articles  of  partnership  as  to  the  proportion  of 
profits  each  partner  is  to  receive,  on  ?faat  basis  are  the  profits  to  be  divided  ? 

8.  If  profits  are  to  be  divided  on  the  basis  of  the  capital  contributed  by  each 
partner  and  the  time  it  remained  at  his  credit,  how  would  you  ascertain  what  proportion 
of  the  profits  should  be  given  to  each  one  at  the  end  of  the  year  ? 

9.  In  instituting  a  system  of  accounts  for  an  office,  what  method  would  you  adopt 
to  insure  that  all  the  cash  receipts  would  be  properly  accounted  for  ? 

10.  What  is  the  difference  between  Trade  Discount  and  Cash  Discount  ?  What  is 
the  object  of  each  ? 


PRDBIEM  No.  5. 

J.  S.  Williams,  who  keeps  a  dry  goods  store  in  a  small  city,  is  importuned  by  a 
traveling  salesman  of  Brown  &  Co.  to  buy  a  line  of  ladies'  mesh  bags,  but  is  afraid 
they  are  too  expensive  for  his  trade.     He  finally  consents  to  receive  twenty  of  them 
on  consignment,  the  agreement  being  that  he  shall  pay  Brown  &  Co.  $4.00  apiece  for 
all  he  sells,  settlement  to  be  made  when  he  has  sold  ten  bags.     He  is  authorized  to 
charge  Brown  &  Co.   for  any  expense  in  the  way  of  freight  or  repairs  that  he  pays  on 
the  shipment.     He  receives  the  goods,  paying  express  charges  on  them  of  $2.00  and, 
finding  that  several  of  the  locks  do  not  work  properly,  he  pays  a  locksmith  $4.50  to 
put  them  in  order.     He  sells  ten  of  the  bags  at  an  average  price  of  $6.00  each  and 
remits  the  balance  then  due.     He  finally  disposes  of  the  last  ten  at  an  average  price 
of  f5.25  each  and  remits  for  them.     Set  up  the  consignment  account  as  it  would  appear 
on  Williams'   ledger,  showing  how  he  handled  these  transactions. 
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SOLUTION,  PHOBLEM  No.  3. 
The  "balance  method  of  solving  this  Problem  is  to  multiply  each  balance  by  the 
time  it  remained  in  the  business  to  find  the  total  balance  for  one  unit  of  time. 
In  this  case  the  unit  is  one  month. 

A»S  CAPITAL  ACCOUNT 


January  1. 

Balance 

5,000 

remained 

2    month  8 

10,000 

March   1. 

>i 

8,000 

TI 

1  1/2 

h 

12,000 

April  15. 

H 

6,000 

H 

2  1/2 

ii 

15,000 

July    1. 

if 

7,500 

ft 

1  1/2 

H 

11,250 

August  15. 

it 

9,500 

»* 

1  1/2 

It 

14,250 

October  1. 

ti 

8,500 
Equivalent  to 

n 

one  month 

3 
at 

II 

25.600 

88,000 

B' 

8  CAPITAL  ACCOUNT 

January  1, 

Balance 

4,000 

remained 

1  1/2 

months 

6,000 

Pebr.  15. 

it 

6,000 

n 

2  1/2 

it 

15,000 

May    1. 

n 

5,000 

•• 

2 

ii 

10,000 

July    1. 

it 

8,000 

tt 

2 

ii 

16 ,000 

Sept.   1. 

ti 

6,000 

it 

2  1/2 

H 

15,000 

Nov.   15. 

ft 

4,000 

i» 

1  1/2 

II 

6,000 

Equivalent  to  one  month  at  68,000 

Therefore  A  would  be  entitled  to  88/156  or  22/39  and  B  to  68/156  or  17/39. 
There  is  due  to  A  22/39  of  11,700  or    $  6,600 

And  to  B  17/39  of  11,700  or       5.100 

Total  $11,700 

Another  method  consists  in  finding  the  total  credit  invested  and  the  total  debit 
withdrawn,  from  the  date  of  each  transaction  until  the  end  of  the  period,  multiplying 
each  amount  by  the  number  of  units  of  time  between  the  two  dates.  The  difference  be- 
tween the  two  totals  will  be  the  average  amount  invested  for  one  unit  of  time.  Nat- 
urally, the  result  will  be  the  same  as  that  reached  by  the  other  method. 

Afs  CAPITAL  ACCOUNT 
April  15.  Drew  out  2,000  8  l/2  mos.  17,000  Jan'y  1.  Paid  in  5,000  12  mos.60,000 
Oct.   1.   "    ■  1,000  3      "    3,000  March  1.   -   n  3,000  10    "  30,000 
Dec.  31.  Balance,  Average  1    "       88,000  July  1.  "   "  1,500  6    M  9,000 

Aug.  15.   M   ■  2,000  4  1/2"  9.000 

108,000  108.000 
Bf8  CAPITAL  ACCOUNT 
May  1.  Drew  out  1,000  8  mos.  8,000  Jan'y  1.  Paid  in  4,000  12  mos.48,000 
Sept.  1.  "  "  2,000  4  «  8,000  Pebr.15.  "  "  2,000  10  l/2"  21,000 
Nov.  15.  "  "'  2,000  1  1/2  ■  3,000  July  1.  "  "  3,000  6  ■  18,000 
Dec.     31.  Balance,  Average  1         "       68,000  


87,000  87.000 

In  this,  as  in  other  questions  involving  proportions,  it  is  not  necessary  to 
find  the  average  for  the  year,  nor  to  reduce  the  fractions  to  decimals  to  get  the 
percentage.     The  proportion  is  the  point  to  be  arrived  at,  and  that  remains  the  same 
in  any  event.     If  vulgar  fractions  can  be  used  more  easily  and  more  accurately  than 
percentages,  it  is  better  to  use  them,  reducing  them  to  the  least  common  denominator, 
to  save  work. 
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SOLUTION,  PROBLEM  No.  4. 

As  the  capital  accounts  were  undisturbed  for  the  whole  year,  the  interest  is 
calculated  for  the  entire  time. 

1,500 
2,100 
2.400 


Smith  would  receive  credit  on 

25,000 

Jones       "•>".. 

35,000 

Brown       "             "             »           " 

40,000 

A  total  of 

6,000 

which  being  charged  against  the  profits  would  leave     30,000  to  be  divided  in  the 
agreed  proportion. 

Smith  would  receive  credit   for  3/l0  or  50%  9,000 

Jones       "             "             "           "     1/4     or  25%  7,500 

Brown       "              "              "                  9/20  or  45%  13.500 

A  total  of  30,000 
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CHAPTER  14 
LOANS  FROM  PARTNERS. 

(1)  REASONS  FOR  LOANS.  Frequently  when  a  business  is  in  need  of  more  money  than 
is  provided  by  the  paid  in  capital  of  the  partners,  it  is  necossary  to  provide  the 
required  funds  by  making  a  loan.  If  one  of  the  partner!  has  independent  means  out- 
side of  -what  he  has  already  put  into  the  business,  he  may  be  willing  to  provide  the 
required  money  for  a  longer  or  shorter  period,  and  thus  avoid  the  neeeseity  of  asking 
for  accommodation  from  a  bank  or  from  outside  friends,  or  of  giving  notes  to  creditors. 

(2)  ADDITIONAL  CAPITAL  AS  A  LOAN.  When  a  partner  is  willing  to  put  more  money  in- 
to a  business  in  which  the  profits  are  divided  among  the  partners  on  the  basis  of  the 
amount  of  capital  contributed  by  each  and  the  length  of  time  it  remains  at  the  credit 
of  each,  he  would  probably  pay  in  the  money  to  the  credit  of  his  capital  account,  in- 
stead of  to  a  loan  account,  because,  if  the  business  is  sufficiently  prosperous  to 
make  him  willing  to  put  in  any  more  money  at  all,  he  would  certainly  make  more  in  the 
shape  of  the  increased  profits  to  which  he  would  be  entitled  than  the  ordinary  rate 

of  interest  on  the  money  would  amount  to.  This  is  not  strictly  a  loan,  but  is  rather 
a  contribution  to  capital,  the  only  loan  characteristic  that  it  may  have  being  the 
fact  that  it  may  not  be  permanent.  Since  the  capital,  in  such  a  case,  is  not  a  fixed 
quantity,  the  additional  money  paid  in  by  any  partner  is  not  in  the  form  of  a  payment 
in  excess  of  the  capital  he  agreed  to  contribute.  There  being  no  agreement  to  con- 
tribute a  definite  amount,  there  can  be  no  excess  or  deficit  in  any  one's  contribution. 
This  gives  the  extra  money  paid  in  by  any  partner  a  different  status  from  a  formal 
loan,  as  it  does  not  take  precedence  over  the  capital  in  liquidation. 

(3)  EXPRESSION  IN  THE  ACCOUNTS.  If  the  proportionate  capital  contributed  by  each 
partner  is  fixed,  the  increase  by  one  of  them  of  his  capital  beyond  the  agreed  amount 
would  not  entitle  him  to  any  greater  profit,  and  he  would  naturally  not  be  inclined 

to  put  in  the  money  when  it  would  not  bring  him  any  return.  It  is  therefore  necessary 
for  the  partners  to  agree  that,  if  either  puts  in  more  money  than  he  is  obligated  to, 
he  is  to  reeeive  interest  on  the  excess.  This  may  be  a  general  agreement  in  the  ar- 
ticles of  partnership  or  a  specific  one,  covering  money  paid  in  to  meet  a  particular 
contingency.  The  money  thus  paid  in  may  be  represented  either  by  an  excess  in  the 
capital  account  of  the  partner  who  contributes  it,  by  a  note  of  the  firm  given  to  him, 
or  by  a  special  loan  account  in  his  name.  It  is  preferable  to  have  the  loan  repre- 
sented by  a  note  or  a  special  loan  account  than  to  have  it  appear  as  an  increase  of 
capital,  as  the  account  then  stands  by  itself  on  the  books,  in  ,  more  convenient  forn 
for  the  calculation  and  credit  of  the  interest,  and  also  as  a  ccnstant  reminder  of 
the  fact  that  the  money  is  only  a  temporary  loan  to  the  business,  and  is  liable  to  be 
withdrawn  at  any  time.  If  the  money  is  placed  to  the  credit  of  the  capital  account, 
the  temporary  nature  of  the  loan  is  apt  to  be  overlooked  or  forgotten,  since  capital 
is  usually  considered  as  being  more  permanent  than  a  note  or  open  account* 

If  a  note  is  given,  it  should  not  be  credited  to  the  ordinary  Notes  Payable  ac- 
count, but  should  be  put  in  a  special  account  in  the  partner's  name,  as  "Note  Payable, 
Partner".   If  the  money  is  credited  to  the  open  account  of  the  partner,  that  account 
should  not  be  mixed  with  the  ordinary  accounts  payable,  but  should  appear  on  the 
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goneral  ledger  as  a  Bpecial  loan  account  In  the  name  of  the  partner.  There  are  two 
reasons  for  this  discrimination  between  a  note  or  an  account  due  to  a  partner  and 
those  due  to  an  outsider.   The  first  is  favorable  to  the  credit  of  the  business,  since 
it  shows  that  the  person  who  knows  most  about  its  condition  is  willing  to  entrust  ad- 
ditional money  to  it.  The  other  is  not  so  favorable  to  the  standing  of  the  business 
from  the  viewpoint  of  the  outside  creditor,  since  the  partner  who  is  on  the  inside  is 
in  a  position  to  withdraw  his  money  at  the  first  sign  of  trouble  in  the  business, thus 
depleting  the  assets  from  which  the  creditors  would  be  paid. 

The  appearance  of  a  loan  from  a  partner  in  a  balance  sheet  makes  it  a  more  advan- 
tageous statement  as  far  as  outside  creditors  are  concerned,  since,  in  case  of  forced 
liquidation,  the  liability  represented  by  the  loan  would  not  rank  for  payment  with  the 
liabilities  due  to  outside  creditors,  but  would  have  to  wait,  before  receiving  any 
liquidating  dividends,  until  all  the  outside  creditors  were  paid.   If  it  were  included 
among  the  ordinary  notes  or  accounts  payable,  the  amount  of  these  liabilities,  which 
are  entitled  to  immediate  payment,  would  be  apparently  increased  beyond  rtfiat  it  really 
was,  and  the  share  of  each  of  the  outside  creditors  in  the  proceeds  of  the  quick  assets 
would  be  apparently  diminished  to  a  corresponding  degree. 

(4)  STATUS  OF  LOAN  IN  LIQUIDATION.   In  the  case  of  the  liquidation  of  a  partner- 
ship, especially  if  it  is  a  forced  liquidation,  a  loan  made  to  the  business  by  a  part- 
ner ranks  for  payment  after  the  outside  creditors,  because  each  partner  is  liable  for 
all  the  outside  debts  of  the  partnership  to  the  full  extent  of  his  personal  property, 
if  the  firm  property  should  prove  not  to  be  sufficient  to  pay  these  debts.  As  the 
business  holds  the  money,  or  its  equivalent,  belonging  to  the  partner,  as  represented 
by  his  loan,  it  cannot  be  called  on  to  give  it  back  to  the  partner  until  it  is  demon- 
strated, by  the  payment  in  full  of  the  outside  creditors,  that  it  is  not  necessary  to 
use  this  money  for  the  payment  of  the  partnership  debts.   A  loan  from  a  partner  would 
not  be  paid  to  hira  in  full,  in  case  the  losses  of  the  business  have  been  such  that 
his  capital  has  been  more  than  exhausted.  That  is,  if  he  owes  the  business  money  on 
his  capital  account,  and  the  business  owes  him  money  on  loan  account,  the  business 
can  retain  enough  of  his  loan  account  to  make  good  the  deficit  in  his  capital  account, 
and  pay  him  the  net  balance  of  the  two  accounts. 

The  reason  why  a  loan  from  a  partner  takes  precedence  for  payment  before  the  cap- 
ital of  any  of  the  partners,  is  because  the  capital  is  put  into  the  business  as  a  per- 
manent investment,  to  share  in  the  profits  and  be  responsible  for  the  losses,  while 
the  loan  is  intended  merely  as  a  temporary  advance  of  money  to  be  repaid  in  full  on 
demand  or  at  a  fixed  date.  As  it  does  not  participate  in  the  profits,  it  cannot  be 
made  to  share  any  part  of  the  losses,  unless  the  entire  capital  of  the  partners  is 
more  than  exhausted  by  the  losses  of  the  business.  Even  then,  the  partner  who  made 
the  loan  would  have  a  claim  on  the  other  partners  for  the  excess  of  his  loss. 

(5)  RIGHTS  OF  PARTNER  LOANING  MONEY.  Whether  the  money  put  in  b;-  the  partner  is 
represented  by  excess  capital,  by  a  note  or  b->  an  open  account,  it  is  in  effect  a 
loan  to  the  business.  Just  as  much  as  if  it  had  been  loaned  by  an  outsider,  with  this 
difference,  that,  if  the  business  is  liquidated,  a  loan  from  a  partner  is  not  payable 
until  all  outside  creditors  are  paid.  As  no  outsider  can  force  the  business  to  ac- 
cept a  loan  from  him,  so  one  partner  cannot  pay  in  any  extra  money  either  as  capital 
or  as  a  loan.  It  must  be  a  matter  of  agreement  between  the  partners.   If  he  has  put 
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it  in  without  any  conditions  as  to  the  time  it  is  to  remain,  he  can  demand  its  re- 
payment at  any  time,  even  if  it  cripples  the  business.   It  is  true  that  a  partner 
cannot  sue  the  partnership  for  the  reason  that  being  himself  a  part  of  the  partner- 
ship, he  cannot  sue  the  partnership  without  suing  himself.  He  can,  however,  assign 
his  interest,  or  apply  to  a  court  for  an  accounting,  which  usually  results  in  the 
appointment  of  a  receiver  and  the  liquidation  of  the  partnership.  This  is  some- 
times taken  advantage  of  by  an  unscrupulous  person  whose  partner  thinks  that,  be- 
cause he  has  retained  for  himself  a  controlling  interest  in  the  partnership,  his 
interests  are  safe.  The  minority  partner,  by  loaning  the  business  large  sums  of 
money  on  demand,  so  that  it  can  buy  entirely  for  cash  and  have  no  outside  creditors , 
is  in  a  position  to  demand  his  money  suddenly.  If  the  majority  partner  cannot  fiacf 
the  money  at  once,  the  other  can  force  him  to  make  concessions  as  to  the  proportion- 
ate ownership,  or  can  sell  the  business  out,  as  shown  above,  with  a  strong  probabil- 
ity of  buying  it  in  for  the  amount  of  his  loans.  While  it  is  true  that  he  thus  sac- 
rifices his  own  capital,  he  has  wiped  out  the  other  partner's  also,  and  now  owns  the 
whole  business,  where  he  formerly  owned  only  a  part  of  it.  For  instance,  if  A  puts 
$6,000  and  B  §4,000  into  a  business,  A  would  naturally  control  the  management.  If 
B  lends  the  business  $10,000,  and  pays  off  all  the  outside  creditors,  he  can  sudden- 
ly demand  his  money,  and  if  A  cannot  raise  it,  B  can  ask  for  an  accounting  and  cause 
the  business  to  be  sold  at  forced  sale,  with  the  strong  probability  that  he  can  buy 
it  for  the  amount  of  his  loan,  or  $10,000.  He  will  then  own  the  whole  business, 
worth  $20,000,  for  **iich  he  will  have  paid  only  $14,000,  the  amount  of  his  capital 
and  his  loan. 

(6) INTEREST  OK  PARTNERS  *  LOANS.  As  far  as  the  treatment  of  the  interest  is  con- 
cerned, it  does  not  make  any  difference  to  the  business  whether  it  borrows  money 
from  an  outsider  or  from  a  partner.  As  the  money  in  either  case  is  used  for  the  ben- 
efit of  the  business,  it  is  an  expense  of  the  business,  and  as  such  should  be  charged 
against  the  profits  as  an  operating  expense,  by  being  debited  to  the  regular  Interest 
account.  This  would  be  the  case,  whether  the  loan  is  in  the  shape  of  a  note,  a  spec- 
ial loan  account,  or  of  excess  capital  contributed  by  one  partner  above  his  agreed  a- 
mount. 

(7)  INTEREST  ON  PARTNERS'  CAPITAL.  As  mentioned  in  Chapter  8,  interest  is  some- 
times credited  on  the  whole  amount  of  each  partner's  capital,  when  the  proportion  of 
capital  is  different  from  the  profit  sharing  ratio.  This  interest  is  not  charged  to 
the  ordinary  Interest  account,  as  an  operating  expense,  but  is  charged  direct  to  the 
Profit  and  Loss  account  after  the  operating  profits  have  been  ascertained.  The  reas- 
on for  this  difference  of  treatment  is  that  the  agreed  contributed  capital  was  not 
put  into  the  business  for  the  purpose  of  earning  ordinary  interest  as  an  investment, 
but  for  the  purpose  of  making  a  profit  out  of  the  operation  of  the  business.  All  of 
the  operating  profit  is  the  measure  of  the  success  of  the  undertaking  as  a  business 
and  belongs  to  the  partners  as  such.   If  they  choose  to  provide  two  methods  of  divid- 
ing it,  first  as  interest  on  capital  and  then  as  the  remaining  profit,  that  does  not 
change  the  fact  that  they  have  made  in  reality  a  division  of  the  net  operating  prof- 
its between  them.  Interest  on  total  capital,  therefore,  is  part  of  the  division  of 
profits  and  is  not  an  operating  expense  of  the  business. 

Copyright,  1911,  Charles  H.  Langer 


-«"5 


-ad  - ±bjM  ei 
aid  ,qirteiafliTjsq  j 

,*io^ii>eio  ©i>l«,ttro  on 
Jqdxubo  isnin-aq  ^ 
-ttOitfioqc  8£ 

-licfsdomq  3x10-1;* 
erf  ie>. 
9djf  exnro   " 

11 


-oeq<  -o  aq«r;. 


a^: 


-emoa  el  Jee 

aoltfm 
O*  bvgi&So  ion 
erf*  0*  ic 

-B£91    OrfT 

8«w  l£^iq£->   bdtz 


14a  rto 


;iaxra   e 
>fcorfJacn  ow*  •£>£* 

ilJM 

~*"iec[C  tea  erftf  lo  « 


14  -  4. 

While  the  crediting  of  a  certain  percentage  to  the  capital  of  each  partner  is 
|  called  interest  on  capital,  it  is  not  really  paid  as  interest,  that  is  as  recom- 
Jpense  for  the  use  of  the  money  represented  by  the  capital.   It  is  rather  a  device 
I  intended  to  recognize  the  claim  of  those  having  the  largest  capital  to  a  share  of 
Ithe  profits  proportioned  to  the  money  they  have  invested.  Those  who  have  invested 
i  the  smaller  amounts  may  not  he  willing  to  agree  to  a  division  of  all  the  profits 
Ion  the  basis  of  the  capital,  while  those  •who  have  invested  the  larger  amounts  may 
not  consent  to  an  equal  division  of  all  the  profits.  To  meet  both  these  views,  and 
•to  equalize  to  a  certain  extent  the  distribution  of  the  profits,  a  compromise  is 
(adopted,  in  accordance  with  which,  the  profits  are  first  divided  on  the  basis  of 
8  capital,  up  to  a  certain  percentage,  and  then  the  remaining  profits  are  divided  equal- 
ly. 
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DIARY  OP  EVERTS. 
APRIL,  1904. 

April  It     Sold  to  Joseph  Duncan,   (113)     Farm  Implements  $385.00,  2$  10  days,  net  30, 
and  to  H.  M.  Roue,  Hardware  $76.80,  net  30  days.     Joseph  Cooper  paid  his  account  of 
$1,012.50,  less  2$  discount.     Check  was  received  from  R.   Roberts  by  mail  for  $846.33  in 
full  payment  of  his  account.     As  the  check  was  dated  and  the  letter  postmarked  March  31, 
this  was  in  time  to  save  the  discount.     Peter  Boiler  paid  his  note  of  $100.00.     Paid 
rent,  $100.00  for  April  by  check  to  John  Linn.     Paid  Eureka  Stationery  Co.  $15.00  for 
circulars  to  be  sent  to  farmers  in  the  neighborhood,  calling  attention  to  the  line  of 
goods  carried  by  the  firm. 

April  2.     Bought  of  Brown  Mfg.   Co.   bill  of  Hardware  $1,370.00,  terns  2$  10  days,  net 
30.     Sold  Henry  Ellis,   (113)  Farm  Implements  $1,648.00,  2$  10  days,  net  30,  and  Joseph 
Cooper,  Farm  Implements  $863.40,  2$  10  days,  net  30,  and  T.  W.  Bonner  (115)  Hardware 
$23.50,  net  30  days*     Cash  Sales  for  the  two  days  were,  Hardware  $146.85  and  Farm  Im- 
plements $124.20.     Received  cash  returns  from  C.  0.  D.   sale  $87.50.     Hiram  Goodrich  paid 
his  aocount  in  full.     Paid  salaries  for  the  -week,  $46.00  by  cheek  to  Currency.     Gave 
Lucy  Simons  cheok  for  $2.00  for  addressing  and  mailing  circulars.     Drew  currency  check 
for  $15.00  for  postage  stamps,  $10.00  of  which  were  used  in  mailing  the  circulars.    A 
farmer  offered  them  20  barrels  of  apples  for  some  farm  implements,  the  selling  price  of 
which  waa  $60.00.     They  accepted  the  offer,  and  shipped  the  apples  to  C.  H.     Weaver  & 
Co.  of  Chicago  to  be  sold  for  their  account.     They  made  an  entry  on  the  journal,  charg- 
ing C.  "H.  Weaver  &  Co.,  Consignment  (33)   and  crediting  Farm  Implement  Sales  $60.00. 

April  4.     Sold  to  Hiram  Goodrich,  Hardware  $116.20,  net  30  days,  and  to  R.  Roberts, 
Farm  Implements  $342.50,  2$  10  days,  net  30.     Peter  Boiler  paid  his  note  of  $24.00, 
which  was  due  March  12.     This  had  been  overlooked  and  not  presented,  therefore  no  in- 
terest could  be  claimed  on  it.     F.  R.  Mason  paid  his  account,  $855.00.     Paid  Mercantile 
Hardware  Co.  by  check  for  $3,773.00.     This  was  in  time  to  save  the  discount,  as  the 
third  was  Sunday,  a  "dies  non,w  or  day  which  is  not  counted,  when  an  obligation  matures 
on  it.     John  Adams  and  William  Draper  each  took  a  check  for  $30.00  for  personal  account. 

April  5.     Bought  of  Champion  Mfg.  Co.  bill  of  Hardware  $737.50,  2$  10  days,  net  30, 
and  of  Farm  Implements  $382.50,  3$  10  days,  net  30.     Sold  H.  Burt,  Hardware  $68.25,  net 
30  days,  and  C.  0.  D.  to  Henry  Hart,  Farm  Implements  $115.25.  H.  Burt  paid  his  old  ac- 
count of  $62.85,  and  James  Robinson  paid  $548.80,  in  full  of  his  account.     Paid  John 
Mitchell  $2b.oo  for  hay  and  feed,  and  C.  &  H.W.  R.R.   Co.  $212.50  for  freight  on  goods 
received.     On  this  day  they  accepted  a  consignment  of  25  lawn  mowers  from  the  Excelsior 
Mfg.  Co.,  as  they  were  not  willing  to  buy  them  outright  because  they  were  afraid  that 
they  were  not  suited  to  their  trade.     The  terms  of  the  consignment  were  that  they  were 
to  remit  $8.00  apiece  for  the  mowers,  but  were  allowed  to  wait  until  five  had  been  sold 
before  making  any  settlement,  remitting  for  each  lot  of  five.     The  ordinary  retail  price 
of  the  mower  was  $12.00. 

April  6.     Sold  to  James  Franklin,   (105)   Farm  Implements  $1,591.00,  2%  10  days,  net 
30,  and  to  J.  M.   Rastall,  Hardware  $116.75,  net  30  days.     C.  H.   Murray  paid  his  balance 
of  $119.50.     Joseph  Duncan  returned  farm  implements,  invoiced  to  him  at  $22.50  on  April 

Xe 

April  7.  Sold  to  R.  L.  Long,  Hardware  $218.40,  net  30  days,  and  to  C.  V.  Kasson, 
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(114)  Farm  Implements  $1,228.50,  taking  his  note  at  60  days,   without  interest.     Silas 
Jones  paid  his  balance  of  $75.80.     Returned  to  Brown  Mfg.  Co.  hardware  Invoiced  at 
$110.00  in  their  bill  of  April  2. 

April  8*     Sold  Thomas  Robinson,  Hardware  $148.75,  net  30  days,  and  Samuel  Harris, 
(114)  Farm  Implements  $1,612.50,  2%  10  days,  net  30.     Received  an  Account  Sales  from 
C.  H.  Weaver  &  Co.,  accompanied  by  cheek  for  $66.00,  as  follows: 
We  have  sold  for  your  account; 

20  bbls.  Apples  9  $4.00  $80.00 

Paid  Freight  $  8.00 

Paid  Drayage  1.00 

Our  Commission  5.00  14.00 

Net  Proceeds  $66.00 

for  which  please  find  our  check  enclosed. 

They  then  made  a  journal  entry,  charging  C.  H.  Weaver  &  Co.  Consignment,  and  credit- 
ing Farm  Implement  Sales,  with  $6.00,  because  the  price  actually  realized  on  the  sale 
to  the  farmer  was  $66.00.     William  Draper  was  paid  $2,000.00  on  his  loan  account.     He 
might  have  collected  interest  on  this  partial  payment,  but  preferred  to  wait  until  final 
settlement. 

April  9.     Sold  James  Robinson,  Hard-ware  $667.25,  and  John  Nelson,   (114)  Farm  Imple- 
ments $895.00,  the  terms  of  both  sales  being  2^  10  days,  net  30.     Cash  Sales  of  the  week 
▼ere.  Hardware  $527.65  and  Farm  Implements  $248.60.     Sold  for  cash,  not  included  in 
above,  two  Excelsior  lawn  mowers  at  $12.00  each.     Open  the  account  of  the  Excelsior  lifg. 
Co.,  Consignment,  on  page  33.     Paid  salaries  $46.00  by  check  to  Currency.     James  Frank- 
lin returned  farm  implements  invoiced  to  him  at  $116.00  on  April  6. 

April  11.     Sold  H.  II.  Rowe,  Hardware  $57.20,  net  30  days.     William  Draper  bought 
from  the  store.  Hardware  for  $26.85.     Enter  this  in  the  Sales  Register  as  a  regular 
sales,  and  charge  it  to  Draper's  Drawing  account.     Ab  that  is  a  general  account,  mark 
the  item  with  a  red  X.     At  the  end  of  the  month,  the  total  of  the  Amount  column  of  the 
Sales  Register  must  be  re-stated  to  show  how  much  is  charged  to  the  general  ledger  and 
how  much  is  to  be  charged  to  the  controlling  account  of  Sales  Ledger.     The  red  cross  is 
a  reminder  that  any  item  that  is  indicated  by  it  is  a  general  ledger  item.     L.  M.   Jack- 
son paid  $1,091.25,  and  Joseph  Duncan  $355.25  in  full  settlement  of  their  accounts. 

April  12.     Sold  Hiram  Goodrich,  Hardware  $93.75,  net  30  days.     Henry  Ellis  paid 
$1,615.04,  and  Joseph  Cooper  $846.13  in  settlement  of  their  purchases  of  the  2d.     Paid 
Brown  Mfg.  Co.  $1,234.80  in  full  of  account. 

April  13.     Bought  of  Mercantile  Hardware  Co.  bill  of  Hardware  $2,422.50,  terms  Zf> 
10  days,  net  30.  Sold  Peter  Boiler,  Hardware  $156.20,  net  30  days,  and  Frank  Peterson, 
(106)  Farm  Implements  $645.00,  7$  10  days,  net  30. 

April  14.     Sold  Silas  Jones,  Hardware  $83.90,  net  30  days.     R.   Roberts  paid  $335.65 
in  full  of  his  invoice  of  the  4th.     Received  payment  of  the  C.   0.  D.   shipment  to  Henry 
Hart  $115.25.     James  Robinson  returned  hardware,  invoiced  to  him  at  $42.25  on  April  9. 

April  15.     Sold  to  Joseph  Cooper,  Farm  Implements  $925.00,  and  to  Henry  Ellis,  Farm 
Implements  $758.50,  terms  of  both  sales  being  2%  10  days,  net  30.     Paid  Champion  Mfg. 
Co.  $1,093.78  in  full  settlement.     T.  W.   Bonner's  note,  due  this  day,  was  presented  to 
him,  but  he  was  unable  to  pay  it,  and  It  seemed  probable  that  it  would  be  some  time  be- 
for  it   could  be  collected. 
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ANSWER  TO  QUIZ  QUESTIONS. 

Answer  to  Question  No.  6. 

The  balance  of  a  Merchandise  account  which  includes  both  the  purchases  and  sales, 
represents  two  elements,  the  purchases  which  are  still  on  hand,  not  having  been  sold, 
and  the  prof i  t  made  on  the  goods  that  were  sold,  which  was  included  in  the  selling 
price.  By  eliminating  the  first  element,  which  is  the  inventory,  by  transferring  it 
to  Inventory  account,  there  is  left  in  the  Merchandise  account  the  profit  on  the  goods 
sold  during  the  period.  The  object  of  the  entry,  therefore,  is  to  find  the  gross  Mer- 
chandise profit. 

Answer  to  Question  No.  7. 

It  has  been  legally  decided  that  partners  share  profits  equally,  if  there  is  no 
agreement  to  the  contrary,  irrespective  of  the  amounts  of  their  capitals. 

Answer  to  Question  No.  8. 

Multiply  the  capital  contributed  by  each  by  the  time  between  the  date  it  appears 
as  a  credit  and  the  end  of  the  year.  Multiply  the  capital  withdrawn  by  each  by  the 
time  between  the  date  of  the  withdrawals  and  the  end  of  the  year.  The  difference  be- 
tween these  two  products  for  each  will  be  his  capital  for  one  unit  of  time.  The  pro- 
portion between  the  capitals  will  be  the  proportion  on  which  profits  will  be  divided. 

Another  way  is  to  multiply  the  balance  at  the  credit  of  each  by  the  time  it  re- 
mains unchanged.  The  sum  of  the  products  of  these  balances  will  be  the  balance  for 
one  unit  of  time,  the  same  as  by  the  first  methods.  Partners'  Drawing  accounts  must 
not  be  confused  with  withdrawals  of  Capital. 

Answer  to  Question  No.  9. 

Either  the  manager  himself  or  some  one  in  whom  he  has  confidence,  other  than  the 
bookkeeper,  usually  his  stenographer,  should  make  a  list  of  the  remittances  received 
each  day,  before  the  funds  and  the  letters  are  turned  over  to  the  bookkeeper,  and 
should  add  to  thi3  list  the  total  of  the  cash  sales  as  shown  by  the  cash  register  and 
ascertain  the  total.  When  the  deposit  in  bank  has  been  made  for  the  day,  the  entry 
in  the  passbook  should  be  compared  with  this  list.  This  comparison  is  the  essential 
feature . 

Answer  to  Question  No.  10. 

Trade  Discount  i3  a  deduction  from  the  price  of  goods,  so  as  to  reach  the  actual 
price  to  be  realized.  The  discount  method  is  adopted  instead  of  a  fixed  price  in  or- 
der to  allow  for  larger  or  smaller  variations  in  the  net  price. 

Cash  Discount  is  an  inducement  for  the  prompt  payment  of  an  account  by  the  allow- 
ance of  a  deduction  which  is  greater  than  the  ordinary  rate  of  interest.  There  should 
always  be  two  accounts  kept,  Cash  Discount  on  Sales  and  Cash  Discount  on  Purchases. 
Interest  should  never  be  confused  with  Cash  Discount. 
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SOLOTIOB,     PROBLEM  Ho.   5. 

The  account  on  the  ledger  of  J.   S.  Williams  would  "be  : 
Brown  &  Co.,  Consignment. 


Date       Cash  10  0  6.00 


Express 

2.00 

Locksmith 

4.50 

Cash  to  Brown  &  Co. 

33.50 

Concussions 

20.00 

60.00 


Cash  to  Brown  4  Co. 
Commissions 


-1 

60 

.00 

40 
12 

►00 

.50 

$ 

52 

.50 

Cash  10  0  5.25 


*  60, 

,00 

52, 

,50 

*  52 

►50 

If  he  preferred  to  have  the  profit  appear  in  his  regular  Sales  account,  he  could 
enter  a  sale  in  the  Sales  Register  to  Brown  &  Co.     Consignment  Account  for  $60.00  and 
a  purchase  from  the  same  account   in  the  Purchase  Register  for  $40.00,  with  a  similar 
treatment  of  the  second  set.     The  account  would  then  be  i 


Date 


Brown  &  Co. , 

Consignment. 

Express 

2.00 

Date 

Cash 

60.00 

Locksmith 

4.50 

Purchase  a/c 

40.00 

Cash  to  Brown  4  Co. 

33.50 

Sales  a/c 

60.00 

Cash 

$   100.00 

1   100.00 

Cash  to  Brown  &  Co. 

40.00 

52.50 

Sales  a/c 

52.50 

Purchase  a/c 

40.00 

$  92.50 

$  92.50 

As  to  which  way  he  would  do  it  would  aepend  on  whether  he  wished  to  keep  a  record 
of  the  profit  he  made  on  this  consignment  or  not. 
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CHAPTER  15. 
AVERAGING  ACCOUNTS. 

(1)  OBJECT  OF  AVERAGING.  When  an  account  contains  several  items  due  at  various 
times,  it  often  happens  that  the  debtor  wishes  to  settle  the  whole  account  at  one 
time.  The  problem  then  arises  as  to  the  date  at  ?ahich  he  should  make  the  settlement 
so  that  the  items  due  prior  to  that  date  will  offset  those  that  are  not  due  until  af- 
ter it.  In  other  words,  to  determine  what  is  the  average  time  at  which  all  the  items 
are  due.  This  is  called  averaging  an  acoount.   If  all  the  items  are  the  same  size, 
the  problem  is  simple.  If  $100  is  due  April  1st  and  $100  is  due  May  1st,  it  is  plain 
that  a  payment  of  $200  on  April  16th  will  be  the  right  amount,  for  while  15  days'  use 
of  the  money  is  gained  on  one  item,  the  same  amount  is  lost  on  the  other.  But  if  the 
item  due  May  1st  is  $200,  it  is  manifest  that  the  16th  would  be  the  wrong  date,  because 
that  would  make  the  payer  gain  15  days*  use  of  $100  and  lose  15  days*  use  of  $200. 
The  proper  date  would  now  be  April  21st,  beoause  the  gain  of  the  use  of  $100  for  20 
days  is  equal  to  the  loss  of  10  days'  use  of  $200.  When  the  items  are  all  on  one  side, 
the  process  of  equalizing  or  "equating"  them  is  called  Simple  Equation. 

(2) SIMPLE  EQUATION.   In  order  to  find  the  average  date  of  a  number  of  items,  it  is 
necessary  to  have  a  fixed  date  as  a  standard  from  which  to  measure  the  time.  This  fixed 
date  is  called  the  focal  date.  The  rule  to  follow  is  to  fix  on  some  date  as  focal  date, 
and  to  multiply  each  item  by  the  number  of  days  between  its  due  date  and  the  focal  date, 
then  to  add  these  products  together  and  divide  by  the  total  sum  due.  If  the  focal  date 
is  set  at  or  before  the  earliest  day,  the  result  of  the  division  will  be  the  number  of 
days  after  the  focal  date  at  which  the  acoount  will  be  due  as  an  average  date.  If  the 
focal  date  is  set  at  or  after  the  latest  day,  the  result  will  be  the  number  of  days  be- 
fore the  focal  date.  To  apply  this  rule  to  the  example;  if  April  1st  be  taken  as  the 
focal  date,  the  calculation  would  be  as  follows: 

$100  due  April  1  0  days  0 

200  due  May   1  30  days         $6.000 

300  6,000 

6,000  divided  by  300  gives  20,  the  number  of  days  after  (forward  from)  April  lr 
or  April  21.  If  May  1  be  taken  as  the  focal  date  the  calculation  would  be  i 
$100  due  April  1  30  days  $3,000 

200  due  May   1  0  days      0 

300  3,000 

3,000  divided  by  300  gives  10,  the  number  of  days  before  (backward  from)  May  1, 
or  April  21,  as  before. 

It  must  be  remembered  that  in  averaging  an  account  the  date  of  each  item  is  the 
day  on  which  it  is  due,  which  may  not  be  the  day  of  the  entry  on  the  account.  That 
is,  if  goods  are  sold  on  60  days  credit,  the  due  date  would  be  60  days  after  the  date 
of  the  charge  on  the  ledger. 

(3)  COMPOUND  EQUATION.  When  an  account  has  both  debit  and  credit  items,  it  is 
necessary  to  find  the  average  of  both  sides  combined,  that  is,  the  average  of  the  bal- 
ance of  the  account.  This  is  called  Compound  Equation  and  is  merely  an  extension  of 
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the  same  principle  as  in  single  equation.  A  focal  date  is  fired  and  all  the  debit 
Items  multiplied  by  the  time  between  their  due  dates  and  the  focal  date.  A  similar 
oultipliCfttion  of  the  credit  items  is  made.  Whatever  focal  date  is  used  for  the  deb- 
it items  or  an  account  must  also  be  used  for  the  credit  items.  Since  the  credit  items 
are  offsets  against  the  debits,  the  basis  on  which  they  are  calculated  must  be  the 
same.  When  these  multiplications  are  made  and  the  products  added  up,  the  difference 
between  the  total  of  the  products  on  one  side  and  the  total  of  those  on  the  other, 
that  is,  the  balance  of  the  products,  is  then  divided  by  the  balance  of  the  account 
to  find  the  days  between  the  focal  date  and  the  average  date.  It  may  be  that  there 
are  large  items  on  one  side  which  have  run  a  long  time  that  are  more  than  offset  by 
other  large  items  on  the  other  side  which  have  run  a  very  short  time,  with  the  re- 
sult that  the  balance  of  the  account  would  be  on  one  side  while  the  balance  of  the 
products  would  be  on  the  other.  The  rule,  therefore,  for  determining  whether  the  av- 
erage date  is  forward  or  backward  of  the  focal  date  is  different  from  that  in  Simple 
Equation.  It  is,  that  when  the  balance  of  the  products  is  on  the  same  side  as  the 
balance  of  the  account,  the  average  date  is  forward  of  the  focal  date;  when  it  is  on 
the  opposite  side,  the  average  date  is  backward  from  the  focal  date. 

(4)  SHOHT  METHOD  OF  AVERAGING.  When  the  account  runs  over  several  months,  the  num- 
iber  of  days  is  apt  to  be  very  large  and  the  multiplication  becomes  more  difficult  and 
also  more  subject  to  error.  In  an  excellent  little  book  by  Patrick  Murphy,  a  short 
rule  is  given  for  such  cases,  by  which  the  calculation  is  made  by  months  instead  of 
days,  for  the  full  months  involved  and  by  days  only  for  the  odd  days  over  a  month. 
To  do  this  it  is  necessary  to  have  two  columns  for  the  products,  one  for  the  multipli- 
cation by  months  and  the  other  for  that  by  days.  It  makes  it  easier  to  take  as  the 
focal  date  the  day  before  the  beginning  of  the  month  in  Tifaich  the  first  due  date  occurs, 
because  then  the  odd  days  are  always  the  same  as  the  day  of  the  month.  For  example,  if 
the  first  item  occurs  on  June  5,  by  taking  May  31  as  the  focal  date,  the  first  item 
would  be  multiplied  by  5,  which  is  the  number  of  days  from  May  31  to  June  5.  If  the 
second  item  is  due  on  October  20,  there  would  be  four  months  and  20  days  from  the 
focal  date.  The  second  item  is  then  multiplied  by  four  for  the  month  column  and  by 
20  for  the  days  column.  At  the  end  the  days  column  is  divided  by  30,  that  is  by  3  af- 
ter pointing  off  one  decimal  and  the  result  carried  into  the  month  column.  The  month 
column  is  then  added  up  and  divided  by  the  total  amount  of  the  account  to  give  the 
number  of  months  from  the  focal  date.  The  remainder  left  after  the  division  of  the 
month  column  is  then  multiplied  by  30  to  bring  it  back  to  days,  the  result  divided  by 
the  amount  to  find  the  number  of  days.  To  continue  the  example  with  May  31  as  the 
focal  date: 

Amount 

300 

400 

200 

500 
1.400  12,000  4,400 

(Forwarded  to  next  page.) 
Copyright,  1911,  Charles    H.  langer 


Date 

Due 

Months 

June  5 

net 

0 

July  20 

Oot.  20 

4 

Aug.  10 

Oct.  10 

4 

Oct.  1 

net 

4 

Days 

Months 

1,500 

8,000 

1,600 

2,000 

800 

500 

2.000 
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Forwarded  from  previous  page. 
12,000  divided  by  30 


Amount 

Days 

ilonths 

1,400 

12,000 

4,400 

400 

Divided  by  amount  gives  months  1,400 |    4,800  {  5  mos. 


4.200 


600 

Multiplying  remainder  by  30  gives  amount  for  days    30 

Dividing  product  by  amount  gives  days        1,400  |   18,000  I  15  days 

18,200 
The  first  division  gives  the  number  of  months  from  May  31  and  the  second  the  num- 
oer  of  days  additional.  The  day  is  seldom  exact,  so  the  nearest  number  is  taken. 
?he  average  date,  then  would  be  3  months  and  13  days  from  May  31,  or  September  13. 

If  there  to  re  any  credits  in  the  account,  the  same  focal  date  would  be  used,  and 
he  product  of  the  credits  for  days  and  months  would  be  deducted  from  the  total  of  the 
iebit  products  to  get  the  net  totals  for  months  and  days,  before  the  calculation  of 
Ithe  average  time,  as  follows: 

July  12    net      1  mo-      100      1,200       100 
Aug.  9      "     '   2  "  200       1.800        400 

300       3,000        500 
Deducting  the  credits  from  the  debits  makes  the  balance  of  the  account  $1,100, 
with  9000  in  the  Days  column  and  3900  in  the  Months  column.  Reducing  the  Days  col- 
umn to  months  by  dividing  by  30  and  carrying  the  quotient  of  300  into  the  Months  col- 
umn, makes  the  total  of  the  Months  column  4200.  Dividing  this  by  1,100,  the  balance 
Of  the  account,  gives  3  months,  with  a  remainder  of  900.  Reducing  this  remainder  to 
days  by  multiplying  by  30  gives  a  total  of  27,000.  Dividing  this  by  1,100  gives 
24,6/11.  As  6/ll  is  more  than  half  a  day,  the  time  is  taken  as  25  days.  T*"*   average 
date,  therefore,  is  3  months  and  25  days  after  May  31,  or  September  25. 

INTEREST  ON  PARTIAL  PAYMENTS. 

(5)  ORDINARY  COMMERCIAL  METHODS.   In  addition  to  the  method  of  averaging  an  ac- 
count and  finding  the  average  due  date  of  the  balance,  from  Tftiich  interest  may  be 
calculated  to  the  date  of  settlement,  either  of  three  other  methods  may  be  adopted 
In  ordinary  commercial  transactions,  when  the  amounts  involved  are  not  very  large  or 
the  time  very  long.  The  Interest  may  be  figured  on  each  item  from  its  date  to  the 
date  of  settlement,  and  a  balance  struck  between  the  total  debit  and  credit  interest 
to  find  the  net  interest  due;  or  each  amount  may  be  multiplied  by  the  number  of  days 
between  its  date  and  the  date  of  the  settlement,  the  difference  between  the  debit  and 
credit  products  being  the  net  amount  of  the  account  for  one  day,  on  which  one  day*s 
interest  is  to  be  calculated;  or  the  balance  method  may  be  used,  either  by  calculating 
the  interest  on  each  balance  for  the  number  of  days  it  remains  unchanged,  or  by  mul- 
tiplying each  balance  by  the  number  of  days  it  remains  unchanged,  and  taking  one  day's 
interest  on  the  sum  of  the  products. 

(6)  LEGAL  METHOD.  Neither  of  these  methods  is  strictly  correct,  according  to  law. 
The  proper  method  is  to  calculate  the  interest  on  the  principal  of  the  debt  down  to 
the  date  of  the  first  payment.  Enough  of  this  payment  is  applied  to  pay  the  interest 
and  the  balance  is  deducted  from  the  principal.  The  interest  on  the  remaining  prin- 
cipal is  calculated  to  the  date  of  the  second  payment,  and  so  on.  If  any  payment  is 
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15  -  4. 
not  as  great  as  the  interest  then  due,  the  whole  payment  is  applied  on  account  of  the 
interest,  but  the  balance  due  on  interest  must  not  be  added  to  the  principal.   It  must 
be  carried  down  and  added  to  the  further  interest  due  at  the  time  of  the  next  payment, 
the  principal  in  the  meantime  remaining  unchanged. 

ACCOUNTS  CURRENT. 

(7)  DEFINITION  AND  METHOD  OF  STATING.  An  account  current  is  an  account  that  is 
still  open  and  unsettled, a  running  account,  as  its  name  implies.  It  starts  from  the 
point  at  which  a  settlement  was  last  made  between  the  parties  and  states  in  detail 
the  items  debit  and  credit  which  make  up  the  final  balance  due,  the  items  being  des- 
cribed at  greater  or  less  length,  according  to  the  circumstances. 

In  such  an  account,  items  that  are  past  due  may  be  charged  with  interest  from 
their  due  date,  unless  in  the  settlement  they  are  offset  by  other  items  that  are  not 
yet  due,  or  by  advances  made  or  payments  made  on  account.   It  is  in  ascertaining  the 
amount  of  this  interest  that  the  advantage  of  averaging  the  account  is  shown.  Usually, 
no  attention  is  paid  to  the  question  of  interest  when  the  amounts  are  small,  as  the 
party  to  whom  it  is  due  is  usually  more  willing  to  forego  the  interest  than  to  antagon- 
ize a  customer. 

It  used  to  be  the  custom,  much  more  than  it  is  now,  to  draw  drafts  on  customers;, 
payable  at  60  or  90  days  from  date  or  sight.  Although,  when  such  a  draft  is  accepted, 
it  is  credited  to  the  account  of  the  customer  and  charged  to  Notes  Receivable,  care 
must  be  exercised  in  adjusting  the  account  as  to  time,  that  credit  is  not  given  for 
the  draft  until  its  maturity,  unless  interest  has  been  added  to  the  draft  itself.  On 
the  other  hand,  if  an  adjustment  of  an  item  is  made  some  time  after  the  date  of  the 
item,  the  date  of  the  adjusting  entry  must  be  thrown  back  to  the  date  of  the  original 
item  itSelf. 

IShen  an  account  current  has  been  rendered  and  accepted  by  the  party  to  whom  it 
is  rendered,  it  becomes  an  adjusted  account.  If  the  party  to  whom  the  account  is  ren- 
dered does  not  object  to  it  within  a  reasonable  time ,  he  is  supposed  to  have  accepted 
it,  unless  he  has  requested  further  time  in  which  to  examine  it. 

(8)  RECONCILING  RECIPROCAL  ACCOUNTS.  When  two  concerns  have  such  dealings  with 
each  other  that  each  one  debits  or  credits  the  other  with  a  number  of  items,  it  often 
happens  that  one  concern  is  not  immediately  notified  of  the  various  transactions  made 
by  the  other,  the  result  being  that,  on  any  given  day,  there  will  be  items  on  each 

of  the  accounts  which  do  not  appear  on  the  other.  If  the  two  concerns  are  in  differ- 
ent cities,  this  would  necessarily  be  the  case  with  all  items  entered  by  either  on  the 
last  day  on  which  the  account  is  rendered,  owing  to  the  necessary  delay  in  the  mail. 
If  the  items  are  very  few  in  number,  a  simple  statement  may  be  made  by  each  con- 
cern, eliminating  from  the  balance  shown  by  the  other  the  items  in  that  balance  •which 
do  not  appear  on  the  books  of  the  concern  making  the  reconcilement  .   When  the  num- 
ber of  differences  is  considerable,  it  is  better  to  use  what  is  known  as  the  four  table 
method.  This  consists  in  setting  up  four  tables  or  schedules,  headed  respectively; 

(1)  A  Debits,  B  does  not  Credit.        (3)  B  Debits  JL   does  not  Credit. 

(2)  A  Credits,  B  does  not  Debit.        (4)  B  Credits,  A  does  not  Debit. 

If  the  balance  on  A' a  books  is  a  debit  to  B,  in  reconciling  the  account,  B  would 
enter  in  the  proper  table  all  the  items  which  were  on  one  account  and  not  on  the  oth- 
er, or  the  differences,  where  the  items  did  not  exactly  agree.  Starting  with  the 
debit  balance  as  shown  by  the  statement  rendered  by  A,  B  would  credit  it  with  (l)f 
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debit  it  with  (2),  credit  it  with  (3)  and  debit  it  with  (4).  The  result  will  "be  A'3 
balance  on  B's  books.  The  advantage  of  this  method  is  that  each  item,  as  it  is 
chocked  up,  can  be  entered  in  its  appropriate  table  at  once,  so  that  there  is  no  dang- 
er of  its  being  overlooked,  and  that  all  the  items  of  the  same  kind  are  together, 
where  they  can  be  checked  off  vtfien  the  delayed  items  are  received  and  the  correcting 
entries  are  made.  In  making  the  next  reconciliation,  it  will  be  necessary  to  refer  to 
the  items  in  these  tables,  to  see  that  they  have  all  been  accounted  for  in  the  subse- 
quent account. 

(9)  RECONCILING  A  BANK  ACCOUNT.   It  is  usually  a  very  simple  matter  to  reconcile 
an  ordinary  bank  account,  as  the  only  thing  to  do  is  to  list  the  unpaid  checks  out- 
standing, and  to  deduct  their  total  from  the  balance  a3  shown  by  the  bank's  statement, 
to  find  the  balance  as  shown  by  the  cashbook.  In  a  complicated  bank  account, it  is  of- 
ten advisable  to  use  the  four  table  method,  a3  there  may  be  many  differences  on  both 
sides.  The  receipts  of  the  last  day  of  the  month  may  have  been  entered  on  the  cash- 
book  as  having  been  deposited  on  that  day,  when  in  reality  they  did  not  reach  the  bank 
until  the  first  day  of  the  next  month,  and  would  not  appear  on  the  bank's  statement. 
Collections  may  have  been  made  by  the  bank  which  have  not  yet  been  entered  on  the 
cashbook.  The  bank  may  have  credited  interest  on  balances,  or  charged  interest  on  an 
overdraft,  may  have  charged  exchange,  expressage  or  telegrams,  or  may  have  charged 
back  an  unpaid  item  deposited.  There  may  have  been  small  errors  in  deposits  or  in 
checks  drawn.  In  fact,  there  may  be  numberless  discrepancies  that  have  not  been  ad- 
justed, especially  if  the  bank  is  careless  about  reporting  small  items. 

In  reconciling  a  bank  account  at  a  past  date,  when  the  checks  which  have  been  re- 
turned with  subsequent  statements  have  been  assorted  in  their  numerical  order,  the  prob- 
lem is  to  ascertain  which  checks  were  outstanding  at  the  date  of  the  reconciliation. 
If  the  checks  have  passed  through  a  clearing  house,  it  will  be  found  that  the  stamp  of 
each  collecting  bank  will  be  dated  the  day  the  check  is  presented  and  paid.  Checks 
paid  over  the  counter  are,  or  should  be,  stamped  by  the  teller  handling  them  with  the 
date  of  payment.  Some  banks  perforate  all  checks  with  the  date  on  which  they  are  paid. 
In  comparing  the  checks  with  the  record  on  the  stub  of  the  checkbook,  or  with  the  cash- 
book,  it  is  only  necessary  to  notice  these  dates,  in  order  to  ascertain  which  checks 
have  been  paid  subsequent  to  the  date  of  the  reconciliation,  as  they  would  be  the  ones 
outstanding  at  that  date. 

In  order  to  keep  a  proper  record  of  checks  issued,  it  is  better  to  deposit,  in  reg- 
ular course,  any  check  that  has  been  issued  and  entered  on  the  accounts.   It  then  pass- 
es through  the  bank  like  any  other  check,  and  there  is  no  break  in  the  routine  of  the 
bank  account.  If  the  check  is  simply  cancelled,  the  proper  notation  may  not  be  made  on 
the  stub  of  the  checkbook,  and  the  check  may  be  carried  as  outstanding  in  the  reconcil- 
iation, causing  considerable  trouble  in  adjusting  the  account. 
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DIARY  OF  EVENTS. 

April  16.     Bought  of  Moline  Plow  Co.   Farm  Implements,  $1035.25,  terms,  2$  10 
days,  net  30.     Sold   to  L.   M.   Jackson,  Farm  Implements,$l,425.00,  2$  30  days,  net  60, 
and  to  F.   R.   Mason,  Farm  Implements,  $1,848.50,   for  which  he  gave  his  note  at  30 
days,  without   interest.     James  Franklin  paid  his  account,  $1,445.50.     Sold  one  Ex- 
celsior lawn  mower  for  $12.00  Cash.     The  Cash  Sales  for  the  week  were.  Hardware, 
$478.40,   Farm  Implements,  $256.10.     Paid  Salaries,  $46.00  by  check  to  Currency,  and 
R.   G.   Don  4  Co.   $50.00  for  commercial  agency  reports.     On  inquiry  at  the  bank,   it  was 
ascertained  that  F.   R.  Mason    had  paid  his  note  of  $2,200.00,  that  had  been  discounted. 
Returned   to  Mercantile  Hardware  Co.     Hardware  invoiced  at  $62.50. 

April  18.     Sold  to  H.   M.   Rowe,  §76.80  and  to  C.   H.  Murray,  $96.20,  both  being  Hard- 
ware, net  30  days.     Silas  Jones  paid  his  account,  $83.90,  and  S.  Harris  paid  $1,580.25 
in  full  of  his  account.     Paid  Subscription  to  Hardware  Journal  by  check  for  $3.00. 
Paid  for  repairs   to  wagon  $7,50,  by  check  to  City  Wagon  Works.     This  is  a  Stable  Ex- 
pense.    H,  M.   Rowe  settles  his  account  by  giving  a  note  due  60  days  after  average  due 
date  of  his  purchases,  all  his  purchases  being  due  30  days  after  date  of  purchase.  In 
fixing  due  date  and  calculating  average,  each  month  is  considered  as  having  30  days, 
the  purchase  of  March  7  being  due  April  7.     Use  March  31  as  the  focal  date,  ascertain 
average  due  date  of  the  whole  account,  make  note  for  whole  balance  and  6%  interest  for 
60  days,  due  60  days  after  average  date.     Make  journal  entry  recording  the  transaction. 

April  19.     Sold  to  Silas  Jones,  Hardware,  $122,80,  net  30  days.     J.  Nelson  paid 
$877.10,  and  James  Robinson  $612.50,  both  in  full  settlement.     Gave  check  to  C.  &  N.  W. 
R.  R.  Co.   for  $27.50,  for  freight  on  goods  sent  to  F.  R.  Mason,  goods  having  been  sold 
f;o.b.  destination.     Gave  check  to  Gazette  Publishing  Co.,  for  advertisement  in  local 
newspaper  $36.00. 

April  20.     Sold  to  Adam  Smith  $148.60,   and  to  Hiram  Goodrich,  $98.75,  both  being 
for  Hardware,  net  30  day3.     Gave  Corry  Coal  Co.   check  for  $16.50  for  coal  for  store. 
John  Adams  drew  $50.00  for  personal  use,  by  check     to  his  order.     Adam  Smith  bought  an 
Excelsior  lawn  mower,  to  be  charged  to  his  account  at  $12.00. 

April  21.     Sold  Joseph  Duncan,  Farm  Implements,  $528.40,  2%  10,  net  30.     Sold  James 
Robinson  Hardware,  $1,248.25,  taking  his  note  at  60  days  from  date  for  $1,260.73,  which 
includes   interest  at  6$.     Sold  an  Excelsior  la<sn  mower  for  cash,  $12.00.     Sent   check  to 
Excelsior  Mfg.  Co.  $40.00  to  pay  for  five  lawn  mowers  sold.     It  will  be  noted  that  they 
remitted  for  five  mowers, •  though  they  had  received  cash  for  only  four.     They  must  assume 
the  liability  of  the  sale  on  credit  to  Adam  Smith  themselves.     Make  the  proper  entries 
to  close  the  Consignment  Account  to  date,  by  credit  to  Commission  (33).     Returned  to 
Moline  Plow  Co.   Farm  Implements  invoiced  at  $86.75. 

April  22,     Bought  of  Tale  &  Towne  Mfg.  Co.    (212)  Hardware,  $256.80,  2$  10  days,  net 
30.     Sold  to  R.   Roberts,  Farm  Implements,  $652.50,  2%  10  days,  net  30.     They  used  from 
their  Hardware  stock  goods  valued  at  $14.75  to  make  repairs  on  the  fixtures  in  the  store. 
This  being  chargeable  to  Expense,   it  should  be  marked  with  a  red  X  in  the  Sales  Register. 
William  Draper  drew  $75.00  for  personal  use  by  a  check  to  his  order.     Paid  for  shoeing 
horse  by  check  for  $4.00  to  order  of  P.  Murphy.     Adam  Smith  returned  Hardware,   invoiced 
to  him  at  $27.80. 
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April  23.     Sold  to  S.   Harris,  Hardware,  $219.40,  net  30  days.     Frank  Peterson 
paid  $632.10  in  full.     Cash  Sales  for  week  were.  Hardware  $522.60,   Farm  Implements 
$ 314. 75.     Paid  Salaries  $46.00  by  check  to  Currency.     Paid  Mercantile  Hardware  Co. 
$2,312.80  in  full.     William  Draper  withdrew  the  balance  of  hi3  Loan  account  by  check 
to  his  order  for  $4,025.00,  allowing  30  days  to  the  month,    in  calculating  the  inter- 
est. 

April  25.     Sold  to  James  Franklin  Farm  Implements,  $1,120.50,  2%  10,  net  30  days. 
H.   Ellis  paid  $743.33,  and  Joseph  Cooper  $906.50,   both  in  full. 

April  26.     Sold  to  C.   V.  Kasson,  Farm  Implements,  $076.25,  taking  his  note  at  60 
days,  without  interest.  Sold  two  Excelsior  lawn  mowers  for  cash  at  $12.00  each.     Paid 
Moline  Plow  Co.  $1,713.53  in  full. 

April  27.     Sold  J.  Nelson  Hardware,  $648.75,  2%  10,  net  30  days. 

April  28.     Bought  of  Parlin  &  Orendorff  (221)   Farm  Implements,  $1,475.00,  2%  10, 
net  30  days.     Sold  to  Adam  Smith  Hardware,  $124.60,  net  30  days,  and  to  H.  Ellis  Farm 
Implements,  $682.50,   2%  10,  net  30  days. 

April  29.     Sold  Frank  Peterson  Hardware  $827.50,  2%  10,  net  30  days. 

April  30.     Sold  C.  H.  Murray  $78.40,  and  R.  L.   Long  $143.60  both  being  Hardware, 
net  30  days.     Returned  to  Parlin  &  Orendorff  Farm  Implements,   invoiced  at  $47.50; 
Cash  Sales  for  the  week,  Hardware  $563.40,  Farm  Implements  $298.20.     Discounted  at 
First  National  Bank  the  following  notes: 

C.   V.  Kasson,  $1,228.50,   Interest  $7.57,  Net  $1,220.93 
F.    R.   Mason         1,848.50,  "  4.95,     "       1,843.55 

J.    Robinson         1,260.73  "  10.71       "       1,250.02     ; 

These  should  be  detailed  in  the  Cashbook  and  in  the  Ledger.     Also  discounted  their 
own  note  at  ..the  same   bank  for  $5,000.00  due  30  days  from  date,  interest  at  &%  being 
deducted. 

Paid  Salaries  $46.00  by  check  to  Currency.     Paid  City  Gas  Co.  $22.15  of  which 
$15.20  was  for  gas   for  the  store,  $3.60     for  Adams,  and  $3.35  for  Draper  personally. 
Gave  Henry  Smart,  cashier,   check  for  $64.30  for  Petty  Cash  for  month,  of  which  $37.20 
was  for  General  Expense,  $9.15  for  Stable  Expense,  $6.40  for  Stationery* &  Printing 
and  $11.55  for  Advertising.     Took  \ip  their  demand  note  at  the  First  National  Bank  by 
check  for  $10,065.00.     As  usual  with  banks  the  actual  days  were   counted,  making  39 
days  interest. 

Received  statement  of  account  from  the  bank,  the  following  checks  not  having  been 
presented} 

check  dated  April   18  to  City  Wagon  Works  f  7.50 

30     "  City  Gas  Co.  22.15 

"  "  "       30     "  Henry  Smart  64.30 

Make  reconciliation  of  bank  account,  and  submit   it  for  criticism. 

At  the  end  of  the  month,  close  Cashbook,  Joiirnal  and  Sales  and  Purchase  Registers, 
post  all  accounts,  and  draw  off  and  submit  Trial  Balances  of  the  three  ledgers,  sep- 
arately, 
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CHAPTER  16. 
CLOSING  PARTNERSHIP  BOOKS. 

(1)  DIFFERENCES  BETWEEN  SINGLE  PROPRIETORSHIP  AND  PARTNERSHIP.  Closing  the  books 
of  a  partnership  does  not  differ  materially  from  closing  those  of  an  individual  prop- 
rietor, up  to  the  point  when  the  not  profit  or  loss  has  been  ascertained.  Some  dif- 
ferences may  arise  from  the  fact  that  interest  may  be  allowed  on  a  partner's  loan, 
whether  it  takes  the  form  of  a  note,  a  special  Loan  account  or  merely  excess  capital 
put  in  beyond  the  agreed  amount.  This,  as  we  have  seen,  is  a  charge  against  the  oper- 
ating profits  of  the  business,  similar  to  interest  paid  on  a  loan  from  an  outsider. 

If  interest  is  charged  on  partners'  drawings,  it  would  be  credited  to  the  regular  in- 
terest account,  as  an  offset  to  the  loss  of  the  use  of  the  money  by  the  business.  If 
a  salary  is  paid  to  one  of  the  partners  who  gives  his  vdiole  time  to  the  business  while 
the  other  does  not,  this  salary  would  be  charged  to  the  regular  Salary  account  of  the 
business,  exactly  as  it  would  be  if  he  were  an  outsider  hired  as  manager.  In  general, 
anything  which  directly  affeots  the  business  and  its  operating  profits  as  a  business 
would  be  included  in  the  figures  which  go  to  make  up  the  Profit  &  Loss  account,  which 
shows  the  result  of  the  operations  of  the  business  as  a  profit  making  undertaking. 
This  is  the  reason  why,  when  partners  are  credited  with  interest  on  all  their  capitals, 
the  interest  is  not  charged  against  the  operating  profits  of  the  business,  because  the 
permanent  capital  is  not  loaned  to  the  business  for  temporary  needs,  but  is  invested 
in  it  for  the  purpose  of  making  business  profits.   If  the  profits  are  to  be  divided  be- 
tween the  partners  at  a  different  ratio  from  that  of  their  respective  capitals,  the 
crediting  of  interest  is  a  method  of  equalizing  the  profits  by  giving  the  larger  capi- 
tal proper  recognition.  If  the  capital  ratio  and  the  profit  sharing  ratio  are  the  same, 
there  is  no  object  in  crediting  interest  on  capital,  except  to  show,  by  the  profit  re- 
maining after  the  interest  is  credited,  how  much  more  than  simple  interest  the  busin- 
ess is  making. 

(2)  ECONOMIC  ELEMENTS  OF  PROFITS.  From  the  economic  standpoint,  there  are  three 
elements  in  the  profits  of  a  business.  The  first  is  the  interest  on  the  capital  in- 
vested, which  is  the  amount  that  would  be  received  for  an  investment  in  good  securi- 
ties. The  second  is  a  fair  return  for  the  time  and  business  ability  ^iich  each  part- 
ner contributes  to  the  management  of  the  business.  The  third  is  the  element  of  risk 
which  is  inherent  in  all  ordinary  business,  and  for  incurring  which  the  contributor  of 
the  capital  is  entitled  to  remuneration.  As  to  the  order  of  these,  some  would  put  the 
risk  second  and  the  services  last,  but  that  is  not  material.  As  we  have  seen,  the  first 
element  may  be  expressed  by  crediting  interest  on  the  respective  capitals.  The  second 
may  be  covered  by  allowing  al\  the  partners  salaries,  leaving  the  final  remainder  of 
the  profits  to  represent  only'the  risk  incurred  and  sometimes  an  extra  amount  as  an  ex- 
pression of  extraordinary  business  ability,  not  entirely  covered  by  the  amount  repre- 
senting the  Salaries,  or  of  a  combination  of  circumstances  that  causes  a  profit  over 
and  above  all  the  usual  elements. 

(3)  DISPOSITION  OF  PROFITS.   In  closing  the  books  of  a  partnership  for  a  fiscal 
period,  all  the  elements  which  represent  the  profits  and  expenses  or  loss  of  the  period 
must  first  be  carried  into  the  Profit  and  Loss  account.  The  balance  of  that  account 
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will  then  show  how  much  profit  or  loss  the  business,  as  a  commercial  enterprise,  has 
made  for  the  period.  Interest  on  partners'  loans,  or  on  excess  capital  considered  as 
a  loan,  would  be  included  in  these  entries,  in  the  same  manner  that  interest  on  loans 
from  outsiders  would  be.  This  profit  or  loss,  being  the  result  of  the  operations  of 
the  business,  as  such,  would  form  the  basis  of  comparison  between  years  in  judging  of 
the  course  of  the  business,  as  to  whether  it  was  improving  or  retrograding. 

However  the  profits  are  divided,  all  the  credits  to  partners,  after  the  regular 
operating  profits  of  a  business  are  ascertained,  are  chargeable  directly  to  Profit  & 
Loss  account  as  Disposition  of  Profits.  That  is,  when  interest  is  credited  on  all 
partners*  capital  it  is  not  charged  to  Interest  account  at  all,  but  is  charged  direct 
to  Profit  &  Loss  account,  exactly  as  is  the  final  division  of  the  profits. 

(4)  INVENTORIES-  In  closing  the  books  one  of  the  most  important  things  to  be  con- 
sidered is  the  Inventory  of  goods  on  hand,  vjhether  Raw  Material,  Partly  Finished  Goods, 
Finished  Goods,  or  Goods  Purchased  for  Re-Sale.  Care  must  be  exercised  that  nothing 
should  be  valued  in  an  inventory  at  a  higher  price  than  its  cost,  but  that  cost  may 
include  all  the  elements  that  have  gone  into  the  goods  so  far,  including  the  cost  of 
bringing  them  to  the  place  of  business.  Everything  in  the  inventory  must  have  been 
bought  by  the  business,  therefore  goods  received  on  consignment  must  not  be  included. 
On  the  other  hand,  goods  sent  out  on  consignment  should  be  included  in  the  inventory 
at  cost,  as  they  are  still  owned  by  the  business.  If  there  are  any  goods  on  hand 
which  have  not  been  paid  for,  or  for  which  no  creditor  has  received  credit,  they  must 
either  be  left  out  of  the  inventory,  or  the  proper  credit  must  be  put  on  the  books  in 
the  account  of  the  person  from  whom  they  were  purchased,  the  latter  being  considered 
the  best  accounting  procedure.  If  the  goods  are  left  out  of  the  inventory  and  the 
corresponding  liability  to  creditors  is  also  omitted,  the  result  of  the  Profit  and 
Loss  account  will  not  be  affected.  In  the  Balance  Sheet,  however,  the  assets  will  be 
understated  and  the  quick  liability  of  Accounts  Payable  will  be  equally  understated. 

If  the  amount  is  considerable, this  will  give  the  impression  of  a  tetter  financial 
condition  than  actually  exists,  since  the  amount  of  ready  money  needed  in  the  near 
future  will  appear  to  be  less  than  it  really  is. 

(5)  TREATMENT  IN  THE  ACCOUNTS.  There  are  two  ways  of  treating  the  inventory  on 
the  books.  One  is  by  making  a  journal  entry,  debiting  Inventory  account  and  cred- 
iting Purchases.  This  makes  a  distinct  separation  of  the  inventory  from  the  other 
purchases,  and  loaves  in  the  Purchase  account  only  the  goods  that  have  been  used  or 
sold,  to  be  charged  to  Profit  &  Loss.  The  other  method  is  to  credit  the  Purchase  ac- 
count with  the  Inventory  of  the  goods  on  hand.  This  leaves  in  the  account  a  balance 
representing  the  value  of  the  goods  used  or  sold,  which  is  transferred  in  the  clos- 
ing journal  entries  to  the  debit  of  Profit  and  Loss.  The  credit  of  the  Inventory  to 
the  account  is  not  a  credit  in  the  ordinary  sense  from  a  book  of  original  entry,  but 
is  the  insertion  of  the  balance  to  be  brought  down,  as  representing  the  goods  pur- 
chased and  still  on  hand,  not  used  or  30ld.  Either  method  is  correct.  The  adoption 
of  one  method  should  not  be  considered  a  reflection  on  those  who  prefer  the  other. 

(6)  CLOSING  ENTRIES.  The  closing  profit  and  Loss  entries  are  made  on  the  jour- 
nal by  an  entry  charging  Profit  and  Loss  account  and  crediting  the  Nominal  accounts 
which  represent  the  expense  and  loss  of  the  business  operations;  and  by  another  en- 
try charging  the  Nominal  accounts  which  represent  profits  and  crediting  Profit  and 
Loss  account.  The  balance  of  Profit  and  Loss  account  will  then  represent  the  oper- 
ating profit  or  loss  of  the  business  for  the  period  covered.   This  is  the  general 
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16  -  3. 
process,  whether  the  business  is  an  individual  proprietorship,  a  partnership  or  a  cor- 
poration. Having  ascertained  the  net  profits  of  the  business,  the  next  step  is  to 
consider  what  is  done  with  them,  that  is,  the  Disposition  of  Profits.   In  an  individ- 
ual proprietorship,  there  is  only  one  person  interested,  and  therefore  the  whole  a- 
mount  is  credited  to  him.  In  a  partnership  the  first  division  would  be  the  crediting 
of  interest  to  each  of  the  partners,  if  interest  on  the  whole  capital  is  provided  for. 
The  remaining  profits  are  then  credited  to  the  partners  in  the  proportion  agreed  upon. 
If  instead  of  a  profit,  the  result  shows  a  loss,  the  loss  is  divided  in  the  same  pro- 
portion as  the  profit  would  have  been,  the  account  of  each  partner  being  charged  with 
his  share.  It  may  happen  that  the  net  operating  profits  may  be  less  than  the  inter- 
est due  on  the  partners'  capital,  so  that  when  that  interest  is  credited  to  the  part- 
ners and  charged  to  Profit  and  Loss,  the  latter  account  will  Bhow  a  debit  balance, 
that  is,  a  nominal  loss.  In  such  a  case,  this  loss  would  be  charged  to  the  partners 
in  the  agreed  profit  and  loss  sharing  ratio. 

(7)  TRANSFER  OF  PROFIT  OR  LOSS  TO  PROPRIETOR'S  ACCOUNT.  As  there  are  two  accounts 
with  the  proprietor  or  proprietors  of  a  business,  the  Drawing  account  and  the  Capital 
account,  the  question  arises  as  to  which  account  should  receive  credit  for  the  dispo- 
sition of  profits.  It  depends  on  the  view  taken  of  what  the  proprietor  is  doing  when 
he  draws  money  for  personal  use.  If  he  is  drawing  out  part  of  the  money  that  stood 

at  his  credit  as  capital  at  the  beginning  of  the  year,  his  Drawing  account  would  be 
charged  to  his  Capital  account  and  the  profits  credited  to  Capital.  If  he  is  supposed 
to  be  drawing  against  profits,  which  are  being  accumulated  from  time  to  time,  although 
not  yet  ascertained,  the  profits,  including  interest  on  capital,  if  such  is  allowed, 
are  credited  to  the  Drawing  account  and  the  balance  of  that  account  is  credited  or 
debited  to  the  Capital  account.  Either  method  is  correct,  but  the  general  custom  is 
to  consider  that  the  drawings  are  against  accruing  profits  and,  therefore,  the  second 
method  is  preferable. 

Whichever  method  is  adopted,  the  profits  must  be  divided.  The  profits  in  a  part- 
nership, when  ascertained,  should  not  be  carried  in  a  Surplus,  or  Undivided  Profits 
account. 

(8)  FUNCTION  OF  THE  PROFIT  AND  LOSS  ACCOUNT.  The  Profit  and  Loss  account  is  what 
is  known  as  a  clearing  account.  It  is  an  account  in  which  are  assembled  at  the  end  of 
a  fiscal  period  all  the  items  which  affect  the  business  as  a  profit  making  enterprise, 
the  balance  of  the  account  showing  the  net  results  of  the  operations  of  the  business. 
This  being  the  only  proper  function  of  the  Profit  and  Loss  account,  no  entries  should 
be  made  in  it  during  a  fiscal  period.  Any  item  affecting  the  profit  or  loss  of  the 
business  during-  the  period  should  be  charged  or  credited  to  some  account  which  will 
clearly  designate  the  nature  of  the  item.  When  a  considerable  number  of  items  have 
been  charged  and  credited  to  Profit  and  Loss  account  during  a  fiscal  period  the  nature 
of  the  items  is  lost  to  view.  If  the  debits  and  credits  nearly  equal  each  other  in  a- 
mount,  the  balance  of  the  account  will  be  insignificant,  and  is  likely  to  be  looked  up- 
on as  a  matter  of  no  consequence.  If  the  debits  are  of  a  different  character  from  the 
credits,  a  considerable  source  of  loss  or  expense  may  be  thus  entirely  overlooked,  and 
a  similar  mistake  will  be  made  in  regard  to  the  source  of  a  considerable  profit  or 
saving.  Therefore,  it  is  considered  a  better  accounting  practice  not  to  charge  or 
credit  anything  to  the  Profit  and  Loss  account  during  a  fiscal  period,  but  to  reserve 
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16  -  4. 
the  account  until  the  end  of  the  period,  when  the  closing  entries  are  made  in  it,  or 
cleared  through  it. 

(9)  RESULT  OF  CLOSING.  When  the  profits  are  disposed  of,  all  the  nominal  accounts 
on  the  books  are  closed,  the  only  accounts  remaining  open  being  the  real  assets  and 
liabilities,  including  in  the  latter  the  partners'  capital.  A  statement  of  these  ac- 
counts is  a  Balance  Sheet.  The  impression  prevails  among  some  persons  that  a  balance 
sheet  must  be  a  formal  statement  in  balanced  form,  with  the  assets  on  one  side  and  the 
liabilities  on  the  other,  but  this  is  erroneous.  As  ~re  have  already  seen,  any  state- 
ment which  contains  only  assets  and  liabilities,  including  capital,  is  a  balance  sheet. 
It  may  be  set  up  in  the  ordinary  trial  balance  method,  without  any  regard  to  the  order 
in  which  the  accounts  are  arranged,  or  it  may  even  be  arranged  by  listing  the  assets 
and  from  their  total  deducting  the  total  of  the  outside  liabilities,  the  result  being 
the  net  worth  of  the  business,  a  statement  being  appended  showing  the  division  of  this 
amount  between  the  partners  as  capital. 
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ADAMS  4  DRAPER. 

GENERAL  LEDGER  TRIAL  BALANCE. 

APRIL  30,  1904. 


1 

John  Adams  Capital 

25,000.00 

1 

William  Draper  Capital 

20,000.00 

2 

Furniture  4  Fixtures 

393.00 

2 

Horse,  Wagon  4  Harness 

275.00 

3 

John  Adams  Drawing 

207.05 

4 

Wm.  Draper  Drawing 

259.55 

5 

Notes  Receivable 

5,867.62 

6 

Notes  Payable 

5,000.00 

7 

Hardware  Purchases 

12,655.42 

8 

Farm  Implement  Purchases 

67,452.50 

9 

Hardware  Sales 

13,410.00 

10 

Farm  Implement  Sales 

31,442.60 

11 

Hardware  Returned  Sales  4  Allowances 

125.05 

12 

Farm  Implement  Returned  Sales  4  Allowances 

138.50 

13 

Salaries 

414.00 

14 

General  Expense 

274.25 

15 

First  National  Bank 

3,879.12 

21 

Discount  on  Sales 

421.06 

21 

Discount  on  Purchases 

1,209.76 

22 

Freight  4  Cartage,  In 

674.60 

22 

Freight  4  Cartage,  Out 

46.25 

23 

Advertising 

299.55 

23 

Interest 

129.69 

24 

Stationery  4  Printing 

68.55 

25 

Sales  Ledger 

7.934.60 

25 

Purchase  Ledger 

1,684.30 

31 

Insurance 

232.08 

31 

Rent 

200.00 

31 

Stable  Expense 

80.95 

32 

Petty  Cash  Fund 

100.00 

32 

Notes  Receivable  Discounted 

4,337.73 

33 

Excelsior  Manufacturing  Company, Consignment 

24.00 

33 

Conmi salons 

20.00 

102.128.39 

102.128.39 
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INSTRUCTIONS. 

The  student  is  requested  to  close  the  books  of  Adams  &  Draper,  at  this  point,  tin- 
der date  of  April  30,  1904,  from  the  Trial  Balance  which  has  been  drawn  off,  and  from 
the  further  information  that  the  Inventory  of  Hardware  has  been  found  to  be  $2,060.74, 
and  that  of  Farm  Implements  $42,414.04.  A  calculation  of  the  Insurance  shows  that 
$191.66  is  still  unexpired,  and  should  therefore  be  carried  forward  as  an  asset  for 
that  amount.  No  notice  is  to  be  taken  of  any  Interest  accrued  or  paid  in  advance,  nor 
of  depreciation,  nor  of  any  Reserve  for  Bad  Debts. 

In  closing  the  books  credit  the  Hardware  Purchases  account  with  the  inventory  of 
April  30,  charging  the  inventory  to  Inventory  account.  Credit  Farm  Implement  Purchases 
with  the  inventory  of  April  30,  charging  it  to  the  same  Inventory  account,  designating 
the  different  inventories  in  the  Remarks  column  on  the  ledger.  Charge  the  return  Sales 
and  allowance  accounts  to  their  respective  sales  accounts  to  arrive  at  Net  Sales. 

There  were  on  hand  eighteen  unsold  Excelsior  lawn  mowers,  which  are  not  included 
in  either  of  above  inventories.  As  two  of  the  lawn  mowers  had  been  actually  sold,  the 
commission  earned  on  them  should  be  credited  to  Commission  account,  when  the  books  are 
closed;  in  order  that  the  earnings  of  the  year  may  be  properly  shown. 

The  remaining  entries  to  ascertain  the  profit  or  lose  do  not  differ  from  those  of 
an  individual  proprietor,  that  is,  Profit  &  loss  (16)  account  is  credited  with  the 
credit  balances  of  the  Nominal  or  Profit  accounts*  and  charged  with  the  debit  balances 
of  the  Nominal  or  Expense  accounts,  by  journal  entries.  The  Profit  &  Loss  account  will 
then  show  a  credit  balance.  A  journal  entry  is  then  made ' charging  this  balance  to  Prof- 
it and  Loss  and  crediting  60$  of  it  to  Adams'  Drawing  account  and  40%  to  Draper's  Draw- 
ing account.  The  balance  of  Adams'  Drawing  account  is  then  credited  by  journal  entry 
to  his  capital  account,  and  the  same  action  is  taken  with  Draper's  Drawing  account. 

Prepare  and  submit  Profit  &  Loss  account  for  two  months  ending  April  30,  1904,  and 
Balance  Shoet  as  of  that  date. 

BANK  RECONCILIATION. 
Balance  per  Bank  Statement  April  30.  3,973.07 

Checks  outstanding: 

No....  7.50 

No....  22.15 

No....  64.30 93.95 

Balance  per  Cashbook  3.879.12 

If  all  the  checks  drawn  had  been  paid  by  the  bank,  its  balance  and  the  cashbook 
balance  would  be  identical.  If  any  checks  are  unpaid,  the  bank's  balance  must  be  that 
much  larger,  and  the  amount  of  the  unpaid  checks  must  be  deducted  from  the  bank's  bal- 
ance to  make  it  equal  to  the  cashbook  balance.  On  the  other  hand,  if  a  deposit  is 
charged  to  the  bank  on  the  cashbook,  but  has  not  yet  been  credited  by  the  bank,  it 
must  be  added  to  the  balance  shown  on  the  bank's  statement.  Any  other  discrepancies 
would  have  to  be  added  or  deducted  as  the  case  might  be. 
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PROBLEM  NO.    6. 

The  account  of  Charles  L.  Brown  shows  the  following  conditions: 
Jan.  5     Mdse,     30  Days  155.80         Febr.       9  Cash  100.00 

"  16     Mdse,     60  Days  326.70         March     20  Note  of  John  Smith 

Febr.         8     Mdse,     30  Days  238.20  due  in  60  Days  150.00 

March       10     Mdse,     30  Days  283.60         March     20  Error  Inv.  Mch.10       30.00 

Find  the  average  due  date  of  the  balance  of  the  above  account  and   the  amount  of 
the  note  Brown  should  give  to  pay  it,  dating  the  note  April  20,  making  it  due  2  months 
from  date,  and  including  in  the  amount  of  the  note  interest  at  6%  per  annum.     Consider 
each  month  as  being  30  days,  with  360  days  to  the  year. 
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CHAPTER  17 
LIQUIDATING  A  PARTNERSHIP 

(1)  CONDITIONS  GOVERNING  LIQUIDATION.  A  partnership  can  be  dissolved  under  three 
different  conditions,  as  solvent,  as  insolvent,  or  by  being  transferred  as  a  going: 
businoss,  to  another  firm  of  partners  or  to  a  corporation.  The  dissolution  and  liq- 
uidation nay  be  voluntary  by  agreement  among  the  partners,  or  involuntary  by  the  ac- 
tion pf  outside  creditors. 

(2)  REASONS  FOR  LIQUIDATION.   A  partnership  may  be  dissolved  and  liquidated  for 
cno  of  tho  following  reasons: 

(a)  The  expiration  of  tho  time  for  which  it  was  originally  made,  which  may  not  be 
a  fixed  uate ,  but  may  bo  determined  by  the  completion  of  the  aot  for  the  performance 
of  7,-hich  the  partnership  was  created,  as  in  the  case  of  a  partnership  entered  into 
for  the  sole  purpose  of  carrying  out  a  specific  contract. 

(b)  Mutual  Agreement  of  all  the  partners,  either  to  discontinue  the  partnership 
altogether,  or  to  reorganize  it  under  a  new  agreement.  The  latter  is  rather  the  sub- 
stitution of  new  articles  of  agreement  than  the  actual  dissolution  of  the  partner- 
ship. 

(c)  The  fact'  that  the  objects  of  the  partnership  have  become  illegal,  by  the  en- 
actment of  a  statute,  subsequent  to  the  formation  of  the  partnership 

(d)  Death  of  one  of  the  partners,  unless  this  contingency  is  provided  against  in 
the  articles  of  partnership  by  a  provision  that  the  business  shall  be  continued  under 
tho  old  firm  name,  the  estate  of  the  decedent  retaining  his  interest  in  the  business. 

(o)  TJhile  not  necessarily  dissolving  a  partnership,  the  assignment  of  a  partner's 
interest  gives  the  other  partners  the  right  to  dissolve  it.  This  Is  also  true  of  the 
bankruptcy  or  insanity  of  a  partner.  However,  these  contingencies  may  be  provided  for 
in  the  articles  of  agreement,  so  that  they  will  not  cause  a  dissolution  of  the  partner- 
ship. 

(3)  APPLICATION  OP  ASSETS.   In  liquidating  a  partnership,  the  process  to  be  fol- 
lowed is  to  apply  the  assets  or  their  proceeds  to;  (a)  the  payment  of  all  creditors  of 
the  firm,  (b)  the  payment  of  loanB  made  by  any  of  the  partners  to  the  firm,  (c)  the 
payment  of  the  capital  of  the  partners.  When  the  creditors  are  provided  for,  the  part- 
ners are  at  liberty  to  divide  the  assets  in  either  of  two  ways.  They  can  come  to  an 
agreement  as  to  the  value  of  the  assets  and  each  one  can  take  his  appropriate  share, 

in  which  case  the  partnership  can  be  closed  up  at  once.  Usually  this  is  not  practi- 
cable, as  such  assets  as  open  accounts  are  very  diffioult  to  appraise.  It  is  necces- 
Bary  then  to  wait  until  the  assets  are  realized  In  cash  and  the  cash  distributed  among 
the  partners.  If  one  or  more  of  them  accept  any  of  the  assets  in  place  of  cash,  the 
effect  would  be  the  same  as  if  they  had  been  paid  that  much  in  cash.  Unless  all  the 
partners  take  over  assets  in  the  proportion  of  their  capitals.  It  will  be  necessary  to 
adjust  the  share  of  each  in  the  next  distribution  of  cash,  paying  those  who  have  re- 
ceived a  portion  of  the  assets,  less  than  their  proportionate  capital  would  entitle 
them  to, enough  money  to  equalize  their  shares  with  the  others.  That  is,  the  distri- 
bution of  the  assets  and  of  the  cash  would  be  taken  together  as  one  distribution,  and 
those  who  received  less  of  the  assets  than  their  proportionate  capital  would  entitle 
them  to  would  receive  a  correspondingly  greater  amount  of  cash,  while  those  who  re- 
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17  -  2. 
ceived  more  assets  than  their  proportionate  capital  would  warrant,  would  receive  a 
correspondingly  smaller  payment  in  cash. 

(4)  PARTNER  AS  LIQUIDATOR.  As  the  process  of  liquidation  will  not  take  up 'all 
the  time  of  all  the  partners,  it  is  usual  to  select  one  of  them  as  liquidator,  al- . 
though  occasionally  that  duty  is  delegated  to  two  of  them.  The  liquidating  partner 
acts  as  a  trustee  and,  as  such,  is  bound  to  keep  faith  with  his  partners,  in  the  high- 
est degree.  As  he  performs  a  service  for  the  other  partners  that  is  not  part  of  his 
regular  duties,  he  may  he  paid  a  commission,  by  agreement  with  the  other  partner^. 

If  an  outsider  liquidates  the  business,  the  payment  for  hi3  services,  whether  in 
the  form  of  a  salary  or  of  a  commission,  would  appear  on  the  books  as  an  expense  of 
the  liquidation.   If  one  of  the  partners  acts  as  liquidator,  the  commission  paid  for 
such  service  would  not  appear  on  the  books  as  an  expense,  but  '.70uld  be  settled  pri- 
vately between  the  partners  at  each  payment.  The  reason-  for  this  difference  is  that 
the  expense  of  the  outside  liquidator  is  borne  by  all  the  partners,  that  is,  by  the 
business  itself,  whereas  ,  when  one  of  the  partners  acts  as  liquidator,  the  commis- 
sion is  paid  only  by  the  other  partners,  the  liquidating  partner  not  paying  any  part 
of  it.  It  is  a  private  arrangement  between  the  individual  partners,  with  which  the 
business- has  nothing  to  do.  However,  if  it  is  deemed  desirable  to  carry  the  record 
on  the  books,  it  may  be  done  by  entries  crediting  the  liquidating  partner  and  charg- 
ing the  others  with  the  agreed  commission.  This  would  result  in  increasing  the  a- 
mount  received  by  the  liquidating  partner  from  the  cash  distribution  by  the  amount  of 
his  commission,  and  in  correspondingly  reducing  the  amount  roceived  by  the  others. 

(5)  LIQUIDATING  PARTNERS'  CAPITAL.   Before  distributing  any  Of  the  assets  in  liq- 
uidation of  the  capital  of  the  partners,  all  losses  or  expenses  to  date  must  be  charg- 
ed against  the  respective  capital  accounts  in  the  proportion  agreed  upon  aB  the  basis 
upon  which  profits  and  losses  are  to  be  shared.  If  the  profit  and  loss  sharing  ratio 
is  different  from  the  capital  ratio,  the  charge  of  expense  or  loss  to  the  capital  ac- 
counts at  one  ratio  will  necessarily  disturb  the  original  capital  ratio  which  is  on  a 
different  basis.  This  will  make  a  new  proportion  between  the  capitals  of  the  part- 
ners.  If  a  liquidating  dividend  Is  then  made,  it  must  be  divided  between  the  part- 
ners in  the  proportion  of  their  capitals  as  then  shown.   It  must  be  distinctly  under- 
stood that  assets  or  their  proceeds  are  Invariably  divided  among  partners  in  the  pro- 
portion of  their  respective  capitals,  whatever  may  be  the  ratio  in-  liiieh  they  share 
profits  and  losses. 

An  illustration  of  the  change  made  in  the  proportionate  capital  of  partners  by 
losses  charged  against  them,  when  profits  and  losses  are  divided  in  a  ratio  differ- 
ent from  the  capital  ratio,  will  make  this  clear. 

Three  partners,  A,  B  and  C,  each  with  a  capital  of  $30,000,  divide  profits  and 
losses,  according  to  their  articles  of  partnership,  as  follows:  A  50$,  B  30$  and  C 
20$.  They  agree  to  liquidate.  After  all  their  creditors  are  paid,  it  is  ascertained 
that  they  have  made  losses  of  $15,000,  to  be  charged  to  the  partners  at  the  agreed 
rate.  Sufficient  assets  are  realized  to  allow  of  a  liqui dating  dividend  of  $30,000. 
This  is  not  divided  equally  among  the  partners,  because  the  charge  of  the  $15,000  loss 
has  materially  altered  the  proportions  of  the  capitals.  The  accounts  would  b8  as  fol- 
lows: 
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1 

B 

C 

Total 

30,000 

30,000 

30,0.00 

90,000 

7,500 

4,500 

3,000 

15 ,000 

22,500 

25,500 

27,000 

75,000 

9,000 

10,200 

10,800 

30,000 

13,500 

15,300 

16,200 

45,000 

Original  Capital 

L0S3GS 

Hew  Capital 
Dividend 

The  dividend  is  made  on  this  basis,  "because  at  the  time  it  is  made,  A*  a  capital  is 
30^,  B's  is  345$  and  C's  is  3G$  of  the  existing  total  capital  of  $75,000.  Further 
losses  would  again  change  the  capital  ratios,  so  that  a  subsequent  dividend  would 
be  made  on  still  another  basis.  As  the  capital  ratios  will  be  constantly  changed 
by  losses  as  they  develop  and  will  become  very  complicated,  the  usual  plan  adopted 
is  to  pay  down  the  respective  capital  accounts  until  their  ratio  corresponds  with 
that  of  the  profit  sharing.  That  is,  if  the  partners  divide  profits  equally,  those 
who  have  the  largest  capitals  are  paid  off  until  all  the  capitals  are  equal.  If 
the  division  is  on  the  basis  of  some  other  ratio,  such  as  50$,  30$  and  20$,  as  a- 
bove,  those  having  an  excess  of  capital  above  this  ratio  are  paid  off  until  the 
capital  of  all  the  partners  is  in  the  proportion  of  50$,  30$  and  20$,  On  this  plan, 
the  division  of  the  #30,000  dividend  in  the  illustration,  would  be  $12,000  to.  B  and 
$18,000  to  C.  The  result  of  this  would  be  that  A's  capital  would  remain  at  $22,500, 
which  is  50$  of  the  remaining  total  capital  of  $45,000,  B's  capital  would  be  $13,500, 
which  is  30$,  and  C's  capital  would  be  $9,000,  vfrtich  is  20$  of  the  remaining  capital. 
After  this,  both  losses  and  payments  of  capital  will  be  on  the  same  basis,  and  the 
ratio  of  the  capital  accounts  will  not  be  changed  from  time  to  time. 

"When  the  person  in  charge  of  the  settling  of  the  firm»s  affairs  makes  a  payment 
on  account  of  capital  he  ie  said  to  pay  a  dividend.  This  kind  of  a  dividend  is  called 
a  liquidating  dividend,  and  is  not  to  be  confused  with  a  dividend  out  of  the  profits 
of  a  corporation. 

(6)  PARTNERS'  LOANS  IN  LIQUIDATION.  If  one  of  the  partners  has  made  a  loan  to 
the  firm  in  addition  to  his  contributed  capital,  he  is  entitled  to  the  repayment  of 
the  loan  before  any  of  the  partners  receive  any  dividends  on  their  capital  accounts. 
Of  course,  if  the  capital  of  the  partner  who  has  made  the  loan  is  impaired  by  losses 
to  such  an  oxtont  that  in  final  settlement  it  will  be  overdrawn,  he  can  be  made  to 
make  the  deficit  good  out  of  his  loan  account,  in  spite  of  the  preference  that  the 
loan  has,  under  normal  conditions. 

EXAMPLE,  LIQUIDATING  SOLVENT  PARTNERSHIP. 

A,  B  and  C  are  partners,  A  having  $40,000,  B,  $35,000  and  C,  $25,000  of  capital 
invested  in  the  business.  In  addition  A  has  made  a  special  loan  to  the  firm  of 
$8,000,  B  one  of  $7,000  and  C  one  of  $5,000.  They  owe  outside  creditors  $15,000. 
Their  sundry  assets  at  book  value  amount  to  $132,000  and  $3,000  in  cash.  They  share 
profits  and  losses  in  the  proportion  of  their  capitals.  They  agree  to  liquidate  the 
business,  a  settlement  being  made  monthly  of  all  cash  collected.  No  interest  is  to 
be  allowed  on  any  of  the  special  loans. 

There  was  realized  in  cash  during  the  first  month  $18,000,  of  which  $1,000  was 
paid  out  for  expenses.  The  outside  creditors,  having  preference  over  tho  special 
loar.s  of  the  partners,  which  in  turn  .have  preference  over  tho  capitals,  were  at  once 
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paid,  leaving  $5,000  cash  to  "be  distributed  among  the  partners.  This  money  was  given 
$3,000  to  A  and  .§2,000  to  B,  to  bring  their  special  loans  down  to  the  same  as  C»s,  as 
there  was  no  reason,  in  the  absence  of  any  agroement,  why  A.  and  B  should  loan  the  bus- 
iness any  more  than  C  did.  In  the  realization  of  the  assets  collected  during  the 
month  there  developed  a  loss  of  $3,000.  This  together  with  the  expense  of  $1,000  is 
chargeable  to  the  capital  accounts  of  the  partners  in  the  proportion  of  their  origi- 
nal capital,  that  is  A  40$  or  $1,600,  B  35$  or  $1,400  and  C  25^  or  $1,000.  The  re- 
sult would  be  the  following  condition: 


DEBITS 

Sundry  Assets 
Realized 

18 ,000 

132,000 

Losses 

3^000 

'  21,000 

Cash 

3,000 

Collected 

18,000 

Less  Expense 

1,000 

17,000 

20,000 

Paid  Creditors 

15,000 

Paid  Loans 

5,000 

20,000 

111,000 


0,00 


CREDITS. 

A,  Capital  40,000 
Less  Loss  &  Expense  1,600 

B,  Capital  35,000 
Less  Loss  &  Expense  1,400 

C,  Capital  25,000 
Less  Loss  &  Expense  1,000 

A,  Loan  8,000 


Less  Cash 

B,  Loan 
Less  Cash 

C,  Loan 


3.000 
7,000 
2,000 


38,400 

33,600 

24,000 

5,000 

5,000 
5,000 


111,000 


111,000 


At  the  next  monthly  settlement  the  net  cash  reoeived,  after  the  expenses  had  been 
paid,  would  be  applied  equally  to  the  payment  of  the  special  loans.  When  they  were 
paid,  the  remaining  cash  would  be  divided  among  the  partners  and  charged  to  their  cap- 
ital accounts  in  the  proportion  of  their  capital,  and  all  expense  and  loss  would  he 
charged  in  the  same  way.  That  is,  if  the  collections  were  $27,000  with  an  expense  of 
$2,000,  the  three  loans  would  be  paid  with  the  first  $15,000,  and  A  would  receive 
$4,000,  B,  $3,500  and  C  $2,500  on  account  of  their  capitals  from  the  remaining  $10,000. 
If  a  loss  of  $4,000  had  developed  during  this  month,  it  and  the  $2,000  expense  would 
be  charged  to  the  respective  capital  accounts,  A  $2,400,  B  $2,100  and  C  $1,500.  All 
subsequent  collections,  expenses  and  losses  would  be  divided  in  the  same  proportion. 
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ADAMS  4  DRAPER 
ENTRIES  CLOSING  BOOKS.   APRIL  30,   1904. 
Merchandise   Inventory  2,060.74 

To  Hardware  Purchases  2,060.74 

Merchandise   Inventory  42,414.04 

To  Farm  Implement  Purchases  42,414.04 

Above  entries  to  put  on  the  books  inventories  of  April  30,   crediting  Purchase 
accounts,   to  show  cost  of  goods  sold. 
Hardware  Sales  125.05 

To  Hardware  Sales  Returns  &  Allowances  125.05 

To  ascertain  net  Hardware  Sales. 
Farm  Implement  Sales  138.50 

Farm  Implement  Sales  Returns  &  Allowances  13G.50 

To  ascertain  net  Farm  Implement  Sales 
Hardware  Sales  13,284.95 

Farm  Implement  Sales  31,304.10 

Discount  on  Purchases  1,209.76 

Commissions  2S.00 

To  Profit  &  Loss  45,826.81 

To  close  into  Profit  &  Los3. 
Excelsior  Manufacturing  Company,  Consignment  0.00 

To  Commissions,  on  account  two  mowers  sold  8.00 

Profit  &  Loss  38,282.46 

To  Salaries  414.00 

General  Expense  274.25 

Discount  on  Sales  421.06 

Freight  &  Cartage   In  674.60 

Freight  &  Cartage  Out  46.25 

Advertising  299.55 

Interest  129.69 

Stationery  &  Printing  68.55 

Insurance,  for  amount   expired  40.42 

Rent  200.00 

Stable  Expense  80.95 

Hardware  Purchases  10,594.68 

Fara  Implement  Purchases  25,038.46 

To  close   into  Profit  &   Loss. 
Profit  &  Loss  7,544.35 

To  John  Adams,  Drawing  a/c, 60$  4,526.61 

William  Draper,  Drawing  a/c  40%  3,017.74 

For  Disposition  of  Profits  to  date. 
John  Adams,  Drawing  a/c  4,319.56 

To  John  Adams,   Capital  4,319.56 

To  transfer  to  Capital 
William  Draper,  Drawing  a/c  2,758.19 

To  William  Draper,  Capital 
To  transfer  to  Capital.  2,753.19 
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BALANCE  SHEET,  APRIL  30,   1904. 
ASSETS  LIABILITIES 


Furniture  &  Fixtures  393.00  John  Adams,  Capital                          29,319.56 

Horses  &  Wagons  275.00  William  Draper,  Capital                 22,758.19 

Inventory,  Hardware  2,060.74  Notes  Receivable  discounted           4,337.73 

Inventory,  Farm  Implements  42,414.04  Notes  Payable                                        5,000.00 

Rotes  Rec.   on  hand     1,529.89  Accounts  Payable  1,684.30 

Notes  Rec.   disc.         4.337.73  5,867.62  Excelsior  Mfg.   Co. .Consignment           16.00 

Accounts  Receivable  7,934.60 

Insurance  unexpired  191.66 

Petty  Cash  100.00 

Cash  in  Bank  3,879.12                                                                   


63,115.78  63,115.78 
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PROBLEM  No.   7. 

Lowe,  Duncan  and  Moore  are  partners,  sharing  profits  and  losses  in  proportion 
to  their  respective  capitals.     They  decide  to  liquidate  at  a  time  when  their  boolcs 
show  the  following  condition: 


Plant 

30,000 

Lowe,  Capital 

40,000 

Furniture  &   Fixtures 

2,000 

Dune an, Capital 

30 ,000 

Aocounts  Receivable 

60 ,000 

Moore,  Capital 

20,000 

Notes  Receivable 

5,000 

Lowe ,  Loan 

4,000 

Inventory  Merchandise 

20,000 

Duncan, Loan 

5,000 

Cash 

4,000 

Moore,  Loan 

6,000 

Accounts  Payable 

16 .000 

121,000 


121,000 


They  agree  to  have  a  settlement  at  the  end  of  each  month.     The  first  month  they 
collect  Notes  Receivable  $5,000  and  Accounts  Receivable  $11,500  and  sell  Merchandise 
inventoried  at  $6,500  for  $5,500.     Expenses  paid  in  cash  were  $1,000.     They  charge 
off  as  absolutely  worthless  $1,600  of  the  Accounts  Receivable. 

The  second  month  the  three  partners  divided  the  remaining  merchandise  among  them- 
selves, taking  it  at  inventory  value,  one  third  to  each.     They  sold  all  of  the  Fur- 
niture and  Fixtures  for  $1,000.     The  collection  of  Accounts  Receivable  amounted  to 
$18,500,  and  there  was  paid  out  in  cash  $1,500  for  expenses. 

Prepare  and  submit  a  detailed  ledger  account  with  each  partner's  capital  and 
each  partner's  loan,  and  list  the  remaining  assets. 
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SOLUTION,  PROBLEM  No.  6. 

The  focal  date  selected  is  January  31,  so  that  the  date  of  any  entry  will  always 
show  the  number  of  even  months  and  the  extra  days,  without  the  necessity  of  calcu- 
lating the  time  between  the  due  date  of  the  entry  and  the  focal  date.  The  rule  for 
ascertaining  the  time  between  two  dates  is  to  subtract  the  earlier  from  the  later 
day.  If  any  day  in  February  is  taken  as  the  focal  date  it  would  be  necessary  to  make 
this  subtraction  every  time.  By  taking  the  day  before  February  begins,  we  have  noth- 
ing to  subtract,  as  every  day  in  February  is  then  counted.  The  subtraction  of  the 
earlier  day  from  the  later  automatically  omits  the  first  day  from  the  time,  which  is 
correct,  as  only  one  of  the  days  can  be  counted.  That  is,  from  the  5th  to  the  18th 
of  a  month  is  13  days,  not  14,  although  there  are  14  days  involved  altogether. 

Figuring  by  months  and  days.  Brown's  account  */ould  show: 


DEBITS. 

Date 

Due     ] 

To.: 

Mob. 

Amount 

Product  Days 

Product  Mos. 

Jan'y.  5 

Feb'y  5 

0 

155.80 

779.00 

16 

Mch.  16 

1 

326.70 

5,227.20 

326.70 

Feb'y.  8 

Mch.   8 

1 

238.20 

1,905.60 

238.20 

Mch.   10 

Apr.   10 

2 

283.60 
1,004.30 

2.836.00 
10,747.80 

567.20 

Dividing 

10,747.80  by 

30 

days, 

we  have  a  monthly 

amount 

358.26 

1,490.36 


CREDITS. 

Feb'y.  9 

Feb'y.  9 

0 

100.00 

900.00 

Mch.  20 

May   20 

3 

150.00 

3,000.00 

20 

Apr.   10 

2 

30.00 

300.00 

4,200.00 


380.00 


450.00 
60.00 
140.00 
650.00 
840.36 


Net  balances,  both  debit  724.30 

Dividing  840.36  by  the  net  balance   of  the  account,  724.30,  we  have  1  month  and 
a  remainder  of   116.06.     Multiplying  this  amount  by  30  days,  we  have  3,481.80  as  the 
balance  of  the  daily  product.     Dividing  this  by  724.30,   the  balance  of  the  account, 
we  have  4  and  a  remainder  of  584.60.     As  the   remainder  is  more   than  l/2,  the  quo- 
tient  is  taken  as  5   for  the  days.     The  average  date  of  the  account  would,  therefore, 
be   1  month  and  5  days  after  the  focal  date  of  January  31,  making  the  account  due  at 
an  average  date  of  March  5.     A  note  dated  April  20,  at  two  months,  would  be  due  June 
20,  which  is  o  months  and  15  days  after  the  average  due  date  of  March  5.     The   inter- 
est on  $724.30  for  3,   l/2  months  at  6%  would  be  $12.68,  which  added  to  the  face  of  the 
account,  would  call  for  a  note  of  $736.98. 

The  allowance  of  $30.00,  although  made  on  March  20,   is  a  correction  of  the  charge 
of  #283.60,  and  is  therefore  given  the  same  due  date  of  April  10.      It  would  be  en- 
tirely proper  to  calculate  the  original  amount  of  this   item  as  $253.60,  and  not  take  the 
$30.00   into  account  at  all  on  the  credit   side. 
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CHAPTER  18. 
LIQUIDATING  PARTNERSHIP  BY  ASSIGNMENT. 

(1)  REASONS  TOR  ASSIGNMENT.  A  partnership  may  bo  forced  Into  liquidation  by  in- 
ability to  pay  its  debts.  This  liquidation  may  be  brought  about  by  a  voluntary  assign- 
ment, when  the  partners  become  convinced  that  the  business  is  in  a  hopeless  condition, 
or  it  may  be  caused  by  the  action  of  one  or  more  creditors  who  may  apply  to  the  courts 
for  the  appointment  of  a  receiver.   In  either  case,  the  affairs  of  the  firm  are  placed 
in  the  hands  of  a  person,  who  in  the  case  of  a  voluntary  liquidation  is  called  the  as- 
signee, and  in  the  involuntary  case  is  called  the  receiver.  Though  the  names  are  dif- 
ferent the  duties  and  responsibilities  are  the  same.  The  assignee  or  receiver  repre- 
sents the  creditors  and  it  is  his  duty  to  realize  as  much  as  he  can  for  them.  The 
partners  have  no  voice  in  the  management  of  the  liquidation,  unless  they  find  that  the 
receiver  is  not  conducting  it  to  the  best  advantage  of  all  rjoncerned,  in  which  case 
they  can  complain  to  the  court  and  ask  for  an  order  restraining  him  from  the  contem- 
plated action.  If  it  proves  that  the  assets  realize  more  than  enough  to  pay  the  cred- 
itors, the  excess  will,  of  course,  belong  to  the  partners. 

(2)  DEFINITION  OF  INSOLVENCY.  There  are  two  definitions  of  insolvency,  one  being 
the  inability  to  pay  current  liabilities,  because  the  assets  are  in  such  shape  that 
they  cannot  be  readily  realized  to  provide  funds  with  which  to  pay  the  credltoraj  the 
other,  the  lack  of  sufficient  assets  to  pay  the  creditors  even  if  they  can  be  quickly 
converted  into  money.  Therefore,  a  concern  can  be  thrown  into  the  hands  of  a  receiver 
even  though  the  a3sets  are  sufficient  to  pay,  in  a  greater  or  less  time,  not  only  all 
the  creditors,  but  also  to  repay  to  all  the  partners  all  their  capital. 

(3)  BASIS  OF  RECEIVER'S  ACCOUNTS.  The  first  duty  of  a  receiver  is  to  close  the 
books  of  the  business,  and  to  prepare  a  Balance  Sheet  .  This  balance  sheet  exhibits 
the  assets  at  the  value  shown  on  the  books  of  the  business  as  a  going  concern,  and 
lists  them  as  if  they  were  all  in  the  possession  of  the  business.  The  liabilities 
are  listed  in  the  same  way,  as  if  they  were  items  which  the  business  has  to  pay  out 
of  the  assets.  If  all  of  the  creditors  are  unsecured,  the  proportion  between  the  as- 
sets and  the  liabilities  will  be  an  indication  of  what  the  creditors  may  expect  to 
receive  in  payment  of  their  claims.  If  some  of  the  creditors  are  partially  or  fully 
secured,  or  if  any  are  preferred,  this  condition  will  not  be  shown  by  the  balance 
sheet,  in  which  all  assets  and  liabilities  are  treated  alike.  Therefore,  the  receiv- 
er finds  that  the  balance  sheet  does  not  express  the  true  condition  for  two  reasons; 
first,  because  the  assets  are  expressed  at  their  nominal,  or  book,  value;  and  second, 
because  no  distinction  is  made  between  those  assets  which  are  held  by  creditors  as 
security  for  their  claims,  and  those  assets  which  will  oome  into  his  hands  with  no 
lien  upon  them.  The  important  point  to  be  determined,  as  soon  as  possible,  by  the  re- 
ceiver is  the  percentage  that  eaoh  unsecured  creditor  may  hope  to  receive  on  his  claim. 
This  will  be  materially  changed  if  many  of  the  assets  are  held  by  creditors,  when  the 
assets  are  not  sufficient  to  pay  all  the  creditors  in  full.  Thus,  if  the  assets  are 
#ofth  $75,000,  and  there  are  claims  of  $100,000  against  them,  a  balance  sheet  would 
lead  oaoh  creditor  to  expect  a  payment  of  75f!  of  his  claim.  But  if  $50,000  of  the 
assets  are  held  by  creditors  to  secure  an  equal  amount  of  claims,  the  creditors 

would  be  divided  into  two  classes,  one  of  .$50,000,  whose  claims  would  be  paid  in  full, 

Copyright,  1912  Charles  H.  Langer 


3ti. 


tl£   iisd   ,  ;,io; 


)0A  8M 


11b  ©^; 

bb  ,?iw  ernes 


.etfeei 


.*!■ 


101 


-15  -  2. 

and  another  class  of  $50,000,  to  pay  whom  there  would  be  left  only  $25,000  of  assets 
after  the  secured  oreditors  were  paid.  Instead  of  receiving  75$,  as  the  "balance 
sheet  would  lead  them  to  expect,  the  unsecured  creditors  could  hope  for  only  50$. 

In  order  to  oxpress  the  true  condition  of  the  business  as  it  comes  into  hi? 
hands,  the  receiver  must  make  up  a  new  schedule  of  the  assets  and  liabilities^  in 
which  he  brings  out  the  two  points  indicated  above,  the  actual  or  realizable  Talue 
of  the  assets,  and  their  condition  as  security  for  claims  of  specific  creditors,  or 
as  free  and  available  for  the  payment  of  the  unsecured  creditors.  This  schedule  is 
called  a  Statement  of  Affairs. 

(4)  STATEMENT  OF  AFFAIRS,  In  preparing  a  Statement  of  Affairs,  the  receiver  makes 
an  inventory  of  all  the  assets,  valuing  them  at  what  he  can  reasonably  expect  to  real- 
ize from  them,  and  a  schedule  of  all  the  liabilities  to  creditors,  getting  his  infor- 
mation not  only  from  the  books  but  also  from  any  other  sources  that  are  available. 

The  creditors  would  be  divided  into  four  classes,  according  to  the  way  in  which 
they  rank  for  payment.  The  first  class  are  those  who  are  entirely  unsecured  and  whose 
claims  rank  at  their  full  face  value  for  any  dividend  thereon  v4iich  the  receiver  may 
be  able*to  pay.  The  second  class  are  those  who  hold  security  for  their  claims  which 
is  only  partially  sufficient  to  pay  them.  These  can  realize  on  their  security  and 
oan  then  present  only  the  exoess  of  their  claims  above  the  security  as  unsecured 
claims  to  rank  with  the  totally  unsecured  claims.  The  third  class  are  those  who  hold 
security  more  valuable  than  their  claims.  It  is  their  duty  to  realize  sufficient  on 
their  security  to  pay  themselves  and  then  to  turn  back  to  the  receiver  the  excess  of 
their  security  on  which  he  may  expect  to  realize  to  help  pay  the  unsecured  creditors. 
The  fourth  class  are  those  who  are  by  law  given  a  preference  over  any  other  creditors. 
This  class  of  debts  includes  labor  liens  and  taxes*  As  they  are  preferred  they  are  a 
lien  on  all  the  assets. 

(5)  FORM  OF  STATF2IENT  OF  AFFAIRS.  With  these  facts  well  in  mind  the  reason  for 
the  form  in  which  a  Statement  of  Affairs  is  made  up  will  be  apparent.  In  order  to 
3how  the  connection  with  the  old  business,  the  assets  at  book  value  in  the  Balance 
Sheet  of  the  business  are  listed  in  the  first  column.  The  valueB  as  appraised  by  the 
receiver  are  placed  in  the  second  column,  except  that  the  assets  held  by  the  partial- 
ly secured  creditors  are  not  entered  in  that  column,  because  they  never  oome  into  the 
possession  of  the  receiver,  and  the  assets  held  by  the  fully  seoured  creditors  are  not 
entered  at  their  full  value,  but  only  the  excess  amount  above  the  claims  against  them, 
because  it  is  only  this  excess  amount  which  comes  into  the  hands  of  the  receiver.  These 
assets  are  therefore  shown  "short"  with  the  claims  deducted  from  them,  the  excess  being 
carried  into  the  second  column.  This  column  now  contains  only  those  assets  which  have 
come  into  the  receiver's  hands  free  of  any  specific  claims,  so  that  he  can  expect  to 
realize  from  them  the  amounts  at  which  they  appear.  This  column  is  therefore  headed 
"Expected  tc  Realize".  V/hen  this  is  added  up,  the  total  would  be  the  amount  which  the 
receiver  would  eventually  realize  with  which  to  pay  the  unsecured  creditors,  if  it  were 
not  for  the  preferred  creditors.  As  the  claim  of  the  preferred  creditors  is  a  general 
lien  on  any  and  all  of  the  assets,  it  is  not  deducted  from  any  specific  items,  but. is 
deducted  from  the  total  of  all  the  assets.  '.Then  this  is  done,  the  remainder  will  be 
the  amount  of  the  net  free  assets,  from  the  proceeds  of  which  the  receiver  will  be  able 
to  pay  the  creditors  more  or  less,  as  the  ease  may  be. 

In  the  same  way  the  creditors  as  shown  by  the  balance  sheet  of  the  old  concern  are 
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listed  in  the  first  column.  The  totally  unsecured  claims  are  extended  into  the  sec- 
ond column,  the  partially  secured  claims  are  entered  at  their  face  value  "short" ,  the 
security  deducted  from  them  and  the  excess  entered  in  the  second  column  as  unsecured* 
The  fully  secured  and  the  preferred  claims  are  not  entered  in  the  second  column  at  all. 
The  result  is  that  the  two  second  columns  now  contain,  first,  the  net  free  assets  on 
which  the  receiver  is  expected  to  realize,  and  second,  the  unsecured  claimB  that  he  Is 
expected  to  pay  as  far  as  he  can,  and  which  are  therefore  said  to  rank  for  dividends, 
the  column  being  headed  "Expected  to  Rank".  This  is  the  important  feature  of  a 
Statement  of  Affairs,  the  net  free  assets  on  one  side  and  the  unsecured  claims  on  the 
other,  the  difference  between  them  being  the  Deficiency,  which  is  entered  in  the  Ex- 
peoted  to  Realize  Column  to  shov  that  the  statement  is  in  balance. 

The  items  which  are  not  extended  into  the  second  columns  are  marked  "Contra"  to  show 
that  they  have  been  disposed  of  by  being  deducted  from  Borne  item  or  from  the. total  on 
the  other  side. 

(G)  DEFICIENCY  ACCOUNT.  The  second  set  of  columns  referred  to  above,  containing 
the  "Expected  to  Realize"  and  the  "Expected  to  Rank"  items,  comprise  the  Statement  of 
Affairs.  The  first  set  of  columns,  containing  the  nominal  values  shown  in  the  original 
Balance  Sheet,  are  made  a  part  of  the  statement  to  show  the  connection  between  the  old 
assets  and  liabilities  and  the  condition  from  the  standpoint  of  the  receiver.  A  third 
column  is  then  added  to  show  the  differences  between  the  original  items  and  those  ap- 
pearing in  the  receiver's  statement.  This  third  column  is  headed  Deficiency.  In  it  is 
entered  the  amount  of  the  shrinkage  between  the  book  value  of  each  asset  and  the  value 
as  appraised  by  the  receiver.  The  amount  of  this  shrinkage  represents  not  only  the  loss 
to  bo  sustained  by  the  creditors,  but  also  the  loss  of  the  whole  capital  as  well. 

The  difference  between  the  net  free  assets  and  the  unc«cured  liabilities  is  the  de- 
ficiency as  to  creditors  only.  The  proportion  between  the  net  free  assets  and  the  to- 
tal unsocured  liabilities  to  creditors  will  indicate  the  percentage  of  payment  ?*iich 
the  creditors  may  hope  to  receive  on  their  claims.  The  total  deficiency,  as  shown  by 
the  third,  or  Deficiency  column  is  larger  than  the  deficiency  as  shown  by  the  state- 
ment of  affairs,  because  it  includes  not  only  the  loss  sustained  by  the  creditors,  but 
also  the  total  loss,  of  the  capital  of  the  business.  In  the  example  given  below,  the 
deficiency  a3  to  creditors,  shown  by  the  statement  of  affairs,  is  $12,750,  while  the  to- 
tal deficiency  shown  in  the  third  column  is  $32,050.  The  larger  amount  expresses  the 
fact  that  in  addition  to  the  loss  of  $12,750  which  falls  on  the  creditors,  the  total 
capital  of  the  partners,  $19,300  has  also  been  lost. 

From  the  facts  given  in  the  statement  of  affairs  a  Deficiency  account  may  bo  pre- 
pared, by  charging  the  account  with  the  shrinkage  in  each  class  of  assets,  and  by  cred- 
iting it  with  any  appreciation  in  value  and  with  the  capital  of  the  partners.  It  will 
show  not  only  the  total  loss,  but  will  also  give  the  detail  of  the  items  in  which  the 
loss  occurred. 

It  may  be  that  the  difference  between  the  book  value  and  the  appraised  value  of 
some  of  the  assets- may  not  sho-.v  a  shrinkage,  but  an  appreciation  In  value,  on  account 
of  some  asset  having  been  carried  at  too  low  a  figure  in  the  original  balance  sheet. 
In  this  case,  of  course,  the  entry  in  the  Deficiency  column  would  bo  a  credit,  or  de- 
duction from  the  deficiency. 

It  must  be  renombered  that  a  statoment  of  affairs  is  made  at  the  time  the  receiver 
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takes  charge  .  It  is  his  estimate  of  what  he  expects  to  be  able  to  do.  Therefore, 
tho  values  given  in  it  are  not  necessarily  the  same  as  those  which  he  may  ultimately 
realize.  The  statement  of  what  assets  ho  finally  realizes  and  what  liabilities  he  is 
able  to  pay,  is  called  a  Realization  and  Liquidation  account,  to  be  described  later. 

SAMPLE,  ILLUSTRATING  STATEMENT  OP  AFFAIRS 
Jenkins  and  Wilson  are  partners,  7*10  have  been  forced  into  tho  hands  of  a  receiv- 
er. Tho  bookkeeper  oloses  the  books  on  the  day  of  their  suspension  and  produces  the 
following: 

BALANCE  SHEET,  MARCH  15.  1911. 
ASSETS  LIABILITIES 

Jenkins,  Capital  11,000 

Wilson,  Capital  8,300 

Bills  Payable,  1st  N.  B.  7,000 

Bills  Payable,  Home  N.  B.  4,000 
Bills  Payable,  City  N.  B.  4,000 
Accounts  Payable,  89,500 

Unpaid  Wages  &  Taxes  500_ 

124,300 

The  receiver  appraised  the  buildings  at  $20,000,  the  machinery  at  $9,000,  the 
inventory  at  $21,000  and  all  the  bonds  at  their  face-lvalue.  He  classified  the  ac- 
counts receivable  as  §28,000  good,  $8,000  doubtful,  on  which  he  expects  to  realize 
50$,  and  $6,000  worthless.  The  cash  was  found  to  contain  a  due-bill  for  $50,  which 
was  not  collectible.  The  A.  B.  bonds  wore  held  by  the  1st  National  Bank  as  security 
for  their  note  of  $7,000  and  the  C.  D.  bonds  by  the  Home  National  Bank  for  their 
note  of  $4,000.  The  receiver  made  up  the  following* 

STATEMENT  OF  AFFAIRS,  MARCH  15,  1911. 


Buildings 

30 ,000 

Machinery  &  Tools 

18 ,000 

Inventory 

24,000 

Accounts  Receivable 

42,000 

Bonds,  A.  B.  Co. 

8,000 

Bonds,  C.  D.  Co. 

2,000 

Cash 

300 

124,300 

ASSETS. 

Nominal  Values 

Expected  to  Realize 

Deficiency 

30 ,000 

Buildings 

20,000 

10,000 

18 ,000 

Machinery  &  Tools 

9,000 

9,000 

24  ,000 

Inventory 

21,000 

3,000 

28 ,000 

Accounts,  Good 

28,000 

8,000 

Doubtful 

4,000 

4,000 

6,000 

"     Bad 

6,000 

8,000 

A. B. Bonds       8, 

,000 

Loan  Contra  7, 

000 

1,000 

2,000 

C.  D.  Bonds  Contra 

300 

Cash 

Preferred  Claims 
Net  Free  Assets 

250 
83,250 

500 
82,750 

50 

124,300 

32,050 

Deficiency 

12,750 
95,500 
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LIABILITIES. 


nominal  Tallies 

7,000 

4,000 

4,000 

89,500 

500 

Expected  to  Rank 


Bills  Payable,  1st  N.  B. ,  contra 
Bills  Payable,  Hone  N.  B.  4,000 

Bonds  Contra        2.000         2,000 
Bills  Payable,  City  N.  B.  4,000 

Accounts  Payable  89,500 

Wages  &  Taxes,  Contra 
105,000 
11,000       Jenkins,  Capital 
8,300       Wilson,  Capital 
124,500 


Loss  on  Buildings 
Loss  on  Machinery 
Loss  on  Inventor;'' 
Loss  on  Accounts 
Loss  on  Cash 


95,500 

DEFICIENCY  ACCOUNT. 

10,000 

Jenkins,  Capital 

11,000 

9,000 

Wilson,  Capital 

8,300 

3,000 

Deficiency  as  shown 

12,750 

10,000 

50 

32,050 

32.050 
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PROBLEM  No.    8. 

On  December  1,   1907,  the  following  particulars  are  furnished  of   the  position  °*" 
John  Map  let  on,   insolent:    Factory  equipment  cost  $-15,000,  estimated   to   realize  $10,000. 
Stock  of  finished  goods,  $10,000,  estimated  worth  $7,500-     Material  and  supplies  $2,500, 
estimated  worth  $1,000.      Furniture  and  Fixtures,  $900,  estimated  worth  $200.      Invest- 
ments valued  at  $25,^75,  of  which  $15,000   is  held  by  Bankers   as   security   for  a   loan  of 
$12,000.     Accounts  receivable,  $G,250,   of  which  $2,500  are  good;  $1,250  bad;   and  $2,500 
doubtful,  estimated  to  realize  $1,500.     Cash  $575,  of  which  $25  represents  petty  ex- 
pense Items  not  charged  up,  and  $50  an  I.   0.   0.    of  a  former  employe  which   is  worthless. 
Accounts  payable ,$28 ,500.     Bills   Payable,  $25,000,  of  which  $12,000   is  duo  Bankers. 
Wages  due,  $500.     Rent  due  and  past  due,  $1,000.     Balance  to  credit  of  Capital  Account 
$5,500. 

Make  up  a  Statement  of  Affairs  and  a  Deficiency  account  as  on  December  1,    1907. 

Note.     Rent   is  not  a  preferred  claim. 
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Loss  1st  mo  4/9  of  3,600 

Loss  2nd  mo  4/9  of  2,500 

Merchandise 

Cash  2nd  mo 

Balance 


LOWE,   CAPITAL. 


1,600.00 
1,111.11 

4,500.00 

6,833.33 

25.955.56 

40,000.00 


Balance 


40,000.00 


40,000.00 


Loss  1st  mo  3/9  of  3,600 

Loss  2nd  mo  3/9  of  2,500 

Merchandise 

Cash  2nd  mo 

Balance 


DUNCAN,   CAPITAL. 


1,200.00 

833.33 

4,500.00 

4,000.00 

19,466.67 

30,000.00 


Balance 


30,000.00 


30,000.00 


MOORE,   CAPITAL. 


Loss  1st  mo  2/9  of  3,600 
Loss  2nd  mo  2/9  of  2,500 
Merchandi  se 
Cash  2nd  mo 
Balance 


800.00 

555.56 

4,500.00 

1,166.67 

12,977.77 

20,000.00 


Balance 


20,000.00 


20,000.00 


LOWE,   LOAN. 


Cash  1st  mo 
Cash  2nd  mo 


2,000.00 
2,000.00 
4,000.00 


Balance 


4,000.00 


4,000.00 


DUNCAN,  LOAN. 


Cash  1st  mo 
Cash  2nd  mo 


3,000.00 
2,000.00 
5,000.00 


Balance 


5,000.00 


5,000.00 


MOORS,  LOAN. 


Cash  1st  mo 
Cash  2nd  no 


4,000.00 
2,000.00 

6,000.00 


Balance 
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SOLUTION,  PROBLEM  No.  7-  CONTINUED. 
ASSETS  LIABILITIES 


Plant  30,000.00  Lows,  Capital  25,955.56 

Accounts  Receivable  28,400.00  Duncan,  Capital  19,466.67 

Moore,  Capital  12,977.77 

58,400.00  58,400.00 


L* 


The  collections  the  first  month  are: 

Notes  Receivable  5,000.00 

Accounts  Receivable  11,500.00 

Merchandise  5.500.00   22,000.00 

Less  Expense  paid  1,000.00 

Net  Cash  received  21,000.00 

Balance  originally  on  hand  4,000.00 

Total  Cash  to  distribute  25,000.00 

Paid  Accounts  Payable  16,000.00 

Partners •  Loans  9,000.00   25,000.00 

As  the  loans  are  of  equal  rank  as  to  payment,  it  would  seem  better  to  pay  them 
down  to  an  equality  of  $2,000  each,  but  it  is  not  obligatory. 
The  expense  and  loss  the  first  month  are: 

Loss  on  Merchandise  1,000.00 

Loss  on  Accounts  1,600.00 

Expense  1,000.00    3,600.00 

chargeable  4/9  to  Lowe,  3/9  to  Duncan  and  2/9  to  Moore. 

The  second  month  they  divide  evenly  the  balance  of  the  merchandise,  $13,500  and 
each  partner  is  charged  $4,500,  partly  on  Loan  account  and  the  balance  on  Capital, 
or  altogether  on  capital,  the  loans  being  paid  out  of  cash  collected. 

The  cash  this  month  showed  net  receipts  of  $18,000,  which  would  be  divisible  as 
before,  were  it  not  for  the  fact  that  the  merchandise  has  been  divided  on  a  basis  dif- 
ferent from  the  capital  ratio.  The  talcing  over  of  the  merchandise  was  just  as  much  pay- 
ment on  account,  as  if  it  had  been  sold  and  the  cash  proceeds  divided  equally,  There- 
fore, the  division  this  month  is  on  the  basis  of  the  cash  and  merchandise  together,  or 
$31,500  in  all.  Deducting  the  $6,000  of  loans  leaves  $25,500  to  be  divided. 

Of  this  Lowe  would  get  4/9-  or  11,333.33 

He  has  already  received  4,500.00 

Leaving  due  him  in  cash  6,833.33 

Similar  calculations  will  give  the  amounts  due  the  others. 

The  expense  and  loss  this  month  amount  to  $2,500,  divided  as  before. 
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CHAPTER  19. 
REALIZATION  AND  LIQUIDATION  ACCOUNT. 

(1)  BASIS  0?  TK3  ACCOUNT.  The  Statement  of  Affairs,  as  prepared  by  the  receiver, 
is  his  estimate  of  the  amounts  that  will  probably  be  realized  from  the  assets  that 
have  come  into  his  hands,  and  the  unsecured  liabilities.  The  receiver  next  proceeds 
to  dispose  of  the  assets  and  collect  the  accounts  receivable,  and  with  the  money  thus 
realized,  to  pay  the  liabilities  as  far  as  he  can.  His  report,  containing  the  result 
of  his  transactions  during  the  time  covered  by  the  report,  is  called  a  Realization 
and  Liquidation  account.  The  basis  from  which  he  starts  is  the  Statement  of  Affairs, 
which  he  has  prepared.  The  Statement  of  Affairs  is  his  estimate  of  what  he  expects 
to  accomplish.  The  Realization  and  Liquidation  account  is  the  history  of  what  he  has 
actually  been  able  to  accomplish. 

(2)  FORM  OF  THE  ACCOUNT.  In  preparing  the  Realization  and  Liquidation  acoount, 
the  receiver  first  charges  the  account  with  Assets  to  be  Realized,  and  credits  it 
with  Liabilities  to  be  Liquidated,  as  shown  by  the  Statement  of  Affairs.  Among  the 
assets,  however,  he  does  not  include  Cash,  because  that  is  already  realized.  Instead 
of  deducting  the  preferred 'claims  from  the  assets,  he  includes  them  among  tho  Liabil- 
ities to  be  Liquidated.  If  any  new  assets  come  into  his  possession,  they  are  chargod 
to  the  account  as  Assets  Discovered.  If  any  new  claims  are  proved  up,  not  included 

in  the  original  statement,  they  are  credited  to  the  account  as  Liabilities  Discovered. 
Any  expenses  of  the  receivership,  including  the  receiver's  fee,  are  charged  to  the  ac- 
count as  Supplementary  Charges.  If  any  items  of  income,  such  as  interest  or  rent,  are 
received,  they  are  credited  to  the  account  as  Supplementary  Credits.  The  same  title 
is  given  to  a  credit  arising  from  the  collection  of  any  item  that  was  originally  con- 
sidered worthless,  and  which,  for  that  reason,  was  not  includod  in  the  statement  of 
affairs.  The  assets  sold  or  collected  are  credited  to  the  account,  under  the  heading 
of  Assets  Realized,  specifying  the  amount  realized  from  each  class  of  assets,  as  clas- 
sified in  the  original  charge  of  Assets  to  be  Realized.  Any  liabilities  paid  are 
chargod  to  the  account  as  Liabilities  Liquidated,  each  class  being  specifically  de- 
tailed. 

If  the  realization  is  complete,  the  amount  necessary  to  balance  the  account  is 
the  profit  or  loss  on  the  realization,  as  compared  with  the  value  shown  in  the  State- 
ment of  Affairs,  and  is  entered  on  the  side  to  which  it  belongs,  as  Profit  or  Loss 
on  Realization.  If  the  realization  is  not  complete,  there  will  remain  some  assets 
not  realized  and  some  liabilities  not  liquidated.  After  the  profit  or  loss  on  the 
realization  has  been  entered,  the  balance  of  the  account  will  be  the  difference  be- 
tween the  unrealized  assets  and  the  unliquidated  liabilities.  Instead  of  showing 
this  as  one  item,  however,  it  is  shown  as  two  balances,  Assets  not  Realized  entered 
as  a  balance  on  the  credit  side  and  Liabilities  not  Liquidated  as  a  balance  on  the 
debit  side.  The  account  is  then  in  balance,  and  is  ruled  off,  and  the  Assets  not 
Realized  brought  down  as  a  debit  balance,  and  the  Liabilities  not  Liquidated  as  a 
credit  balance  into  a  new  Realization  and  Liquidation  account. 

(3)  REALIZATION  PROFIT  AND  LOSS  ACCOUNT.  The  Realization  and  Liquidation  ac- 
count shows  the  net  profit  or  loss  on  the  realization  .  The  detail  of  the  elements 
which  compose  the  net  profit  or  loss  can  be  obtained  from  the  items  of  the  Realiza- 
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tion  and  Liquidation  account  itself.  The  difference  between  each  asset  to  be  real- 
ized and  the  amount  realized  from  it,  together  with  the  value  of  the  asset  still  on 
hand,  as  not  realized,  will  bo  the  profit  or  loss  on  that  particular  asset.  Thus,  if 
the  Inventory  to  be  realized  is  valued  at  $21,000,  and  the  amount  realized  is  $14,400, 
with  $7,000  still  on  hand  as  not  realized,  the  latter  two  amounting  to  o21,400,  there 
is  a  profit  of  $400  on  the  realization.  If  Buildings  were  valued  at  $20,000  and  only 
$1G,500  was  realized  on  them,  there  would  be  a  loss  on  realization  of  #1,500.   It  will 
be  noted  that  none  of  the  profits  or  losses  appear  on  the  Realization  and  Liquidation 
statement  as  specific  profits  or  losses.  The  effect  of  tham  all  combined  is  expressed 
by  the  difference  between  the  two  sides  of  the  account,  which  is  the  net  profit  or  loss. 
This  net  profit  or  loss  would  be  only  the  difference  between  the  assets  to.be  realised 
and  the  sum  of  the  assets  realized  and  the  assets  on  hand  not  realized,  if  there  were 
no  expenses  or  supplementary  credits  in  the  form  of  income.   If  to  the  difference  in  as- 
sets there  is  charged  the  supplementary  charges  and  credited  the  supplementary  credits, 
the  result  will  be  the  net  profit  or  loss.  In  order  to  explain  thi3  net  profit  or  los3, 
a  Realization  Profit  and  Loss  account  should  be  made  up.  Comparing  each  item  of  Assets 
to  be  Realized  with  the  sum  of  the  same  Asset  Realized  and  Asset  not  Realized,  the  dif- 
ference is  charged  to  the  Realization  Profit  and  Loss  Account,  if  the  asset  shows  a 
shrinkage  under  the  amount  shown  in  the  Assets  to  be  Realized  section,  while  the  account 
Is  credited  with  the  difference  if  the  sum  of  the  Asset  Realized  and  the  Asset  not  Real- 
ized is  greater  than  the  amount  of  the  same  asset  as  shown  in  the  Assets  to  be  Realized 
section.  Charging,-  the  Realization  Profit  and  Loss  Account  with  the  Supplementary  Charg- 
es and  crediting  it  with  the  Supplementary  Credits,  the  balance  of  the  account  will  be 
the  net  profit  or  loss  shown  in  the  Realization  and  Liquidation  account. 

(4)  RECEIVER'S  CASH  ACCOUNT.   In  order  to  show  the  cash  transactions  of  the  receiv- 
er, and  the  balance  on  hand  at  the  time  of  making  up  the  Realization  and  Liquidation  ac- 
count, a  Receiver's  Cash  account  should  be  prepared.  This  would  start  with  the  cash  on 
hand  at  the  beginning,  as  shown  by  the  Statement  of  Affairs.  To  this  would  be  added  tho 
detail  of  the  cash  received  from  Assets  Realized  and  from  Supplementary  Credits,  and  fro~ 
it  would  be  deducted  the  amount  of  Supplementary  Charges  and  of  Liabilities  Liquidated. 
The  result  would  be  the  Cash  Balance  on  hand  at  the  end  . 

(5)  RECEIVER'S  BALANCE  SHEET.  The  receiver's  balance  sheet  would  contain  the  assets 
still  on  hand  and  the  liabilities  that  remain  unpaid,  the  amount  necessary  to  make  it 
balance  being  the  total  deficiency  at  the  time.  The  assets  brought  down  in  the  Realiza- 
tion and  Liquidation  account  as  Assets  not  Realized,  and  the  liabilities  brought  down  as 
Liabilities  not  Liquidated,  must  be  identical  with  the  corresponding  assets  and  liabil- 
ities in  the  balance  sheet.  The  deficiency  shown  in  the  balance  sheet  must  be  the  samo 
as  the  deficiency  in  the  statement  of  affairs,  plus  the  loss,  or  minus  the  profit  shown 
in  the  realization  and  liquidation  account,  as  tho  case  may  be. 

An  illustration  of  all  these  points  will  be  found  in  the  following  Realization  and 
Liquidation  Account  of  Jenkins  &  Wilson,  whose  Statement  of  Affairs  was  given  in  the  pre- 
vious" chapter.  The  receiver  sold  the  buildings  for  $18,500,  the  machinery  and  tools  for 
$9,700,  two-thirds  of  the  inventory  for  $14,400,  collected  $16,000  of  the  rood  Accounts 
Receivable,  and  $3,500  of  the  doubtful  accounts,  the  balance  being  a  total  loss.  Hn  al- 
so collected  $600  on  tho  bad  accounts.  With  the  consent  of  the  receiver,  the  1st  Nation- 
al Bank  sold  all  the  A.B.  bonds  at  105  and  turned  over  to  the  receiver  #1,400  remaining 
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after  their  note  was  paid.  The  Homo  National  Bank  sold -the  CD.  bonds  at  par  and 
applied  the  proceeds  on  their  note.  The  receiver's  expenses  were'  $650  and, his  fee 
was  $000.  He  paid  a  dividend  to  the  creditors  of  65$. 

JENKINS  &  WILSON. 


REALIZATION  AND  LIQUIDATION  ACCOUNT. 

MARCH 

15 t   1911  TO 

JUNE   10.1911 

uidated: 

An?nt*   to  be  Reali zed- 

Liabilities  to  be  Li.r 

Buildings 

20,000 

Home  Nat . >  Bank 

2,000 

Machinery  &  Tools 

9,000 

City     " 

4,000 

Inventory 

21,000 

Accounts  Payable 

89,500 

Accounts,  Good 

28 ,000 

Wages  &  Taxes 

500. 

96 ,000 

Doubtful 

4,000 

Assets  Realized? 

A.B.3onds 

1.000 

83,000 

Buildings 

18,500 

Liabilities  Liquidated: 

Machinery  4  Tools 

9,700 

Wages  &  Taxes 

500 

Inventory 

14  ,400 

Home  Nat.  Bank,  65$ 

1,300 

Accounts,  Good 

16,000 

City     "       -  "       65$ 

2,600 

"           Doubtful 

3,^00 

Accounts  Payable,  65$ 

58,175 

62,575 

A. B. Bonds 

1,400 

Go.  500 

Supplementary  Charges: 

Supplementary  Credit: 

Expense 

650 

Bad  Accounts  collected 

600 

Pee 

800 

1,450 

. 

Liabilities  not  Liquidated: 

Assets  not  Realized: 

Home  Nat.  Bank,  35$ 

700 

Inventory  l/3 

7,000 

City     n           "       35$ 

1,400 

Accounts,  Good 

12,000 

19,000 

Acoounts  Payable.   35$ 

31,325 

33,425 

Loss  on  Realization 

1,350 

180,450 
7,000 

Balance  brought  down: 

- 

180,450 

Balance  brought  down: 

Inventory 

Home  Nat.   Bank 

700 

Accounts,  Good 

12,000 
RECEIVER'S 

City     "           " 
Accounts  Payable 
CASH. 

1,400 
31,325 

Balance,  March  15,   1911 

250 

Wages  ft  Taxes 

500 

Buildings 

18,500 

Expense 

650 

Machinery  &  Tools 

9,700 

Receiver's  Fee 

800 

Inventory 

14,400 

Home  Nat.  Bank 

1,300 

Accounts,  Good 

16,000 

City     " 

2,600 

Doubtful 

3,500 

Accounts  Payable 

58,175 

Bad 

600 

Balance,  June  10,   1911 

325 

Bond  and  Premium 

REAI 

1,400 
64,350 

'IT  AND  LOSS. 

64  ,350 

J NATION  PRO  I 

MARCH 

15,1911  TO  JUNE  10,1911. 

Loss  on  Buildings 

"  Doubtful  Accounts 
Total  Expense 


1,500 

500 

1,450 


3,450 


Profit  on  Mach'y    & 

Tools 

700 

■  2/3  Inventory 

400 

Bad  Debts  collected 

600 

Premium  on  Bonds 

400 

Net  Loss,  as  above 

1,350_ 

3,450 

19  -  4. 

BALANCE  SHEET.  JUKE  10.  1911. 

ASSETS  LIABILITIES. 

Inventory                 7,000  Heme  Nat.  Bank                  700 

Acoounts,  Good            12,000  City  *         *                                           1,400 

Cash                      325  Accounts  Payable              31,325 

Deficiency  14,100  

35t425  33,425 


The  Deficiency  is  the  original  deficit  in  the  Statement  of  Affairs,  $12,750  with 
the  lose  on  realization  $1,350  added  to  it, 

(6)  RECEIVER'S  ACCOUNTS.   If  the  duty  of  the  receiver  is  confined  to  realizing  on 
the  assets  and  paying  the  proceeds  to  the  oreditors,  it  is  not  necessary  for  him  to 
open  a  regular  double  entry  set  of  books,  with  the  exception  of  a  cashbook.  He  can 
list  all  the  assets  in  detail  in  a  book  with  columns  similar  to  a  trial  balance  book, 
adding  up  the  details  of  each  class  of  assets  to  correspond  with  the  amount  shown  in 
the  Statement  of  Affairs.   In  a  second  column  he  could  enter  the  cash  collected  or 
realized  from  the  sale  of  the  asset,  in  a  third  column  any  allowance  made  or  loss  sus- 
tained and  in  a  fourth  any  profits  occasioned  by  realizing  more  than  the  scheduled 
value  of  an  asset.   If  he  makes  an  intermediate  report  and  dividend,  the  balance  of 
the  unrealized  assess  would  bo  brought  forward  into  the  next  column,  as  the  detail  of 
his  balance  sheet  and  the  starting  point  for  further  realization.  The  liabilities  are 
entered  in  the  same  way  in  columns,  the  first  one  being  the  amounts  shown  by  the  State- 
ment of  Affairs,  followed  by  a  column  showing  any  payment •♦and  then  by  one  containing 
the  amounts  not  yet  liquidated. 

Sometimes  the  receiver  is  authorised  by  the  court  to  continue  the  business  for  a 
longer  or  shorter  time,  and  in  order  to  do  it  he  is  obliged  to  buy  goods,  hire  men  and 
in  other  ways  keep  up  the  whole  maohlnery  of  the  business.  This  will  naturally  neces- 
sitate fully  as  elaborate  accounts  as  the  business  originally  had,  and  the  simple  meth- 
od outlined  above  will  be  entirely  inadequate. 

(7)  RTAS01TS  FOR  ADJUSTING  CAPITAL.  When  a  receiver  or  a  friendly  liquidator  finds 
that  there  will  be  considerably  more  realized  from  the  assets  than  enough  to  pay  the 
outside  croditors,  and  that  he  will  therefore  have  more  or  less  money  to  distribute  to 
the  partners  in  liquidation  of  their  respective  capitals,  he  should  pay  careful  atten- 
tion to  any  difference  there  may  be  between  the  proportion  of  the  capitals  and  the  prof- 
it sharing  ratio  of  the  partners.  In  the  liquidation  of  a  partnership,  proceeds  of  as- 
sets are  always  paid  out  in  proportion  to  the  capital  at  the  credit  of  eaoh  partner  at 
tn?  time  or  each  liquidating  dividend.  Losses  are  charged  on  the  basis  of  the  agreed 
profit  and  loss  sharing  ratio.  If  a  partner  has  a  comparatively  small  proportion  of 
the  capital  and  shares  profits  and  losses  in  a  comparatively  large  ratio,  there  is  dan- 
ger in  reducing  his  capital  by  liquidating  dividends  to  such  a  small  amount  that  his 
share  of  a  large  unexpected  loss  world  be  greater  than  the  total  capital  remaining  at 
his  credit.  The  result  would  be  thit  this  partner  would  be  overpaid,  and  the  liquidat- 
or would  be  held  responsible  for  the  overpayment,  if  it  could  not  be  collected  from  the 
partner  who  was  overpaid. 

The  danger  of  such  overpayment  of  the  partner  with  the  high  loss  ratio  may  be  best 
shown  by  an  illustration.  At  B  and  C  are  partners  with  $10,000  to  the  credit  of  eaoh 
as  capital.  They  share  profits  and  losses  in  the  proportion  of,  A  50$,  B  30$  and  C  Z0%» 
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After  paying  all  their  creditors,  their  assets  amount  to  only  $20,000,  losses  of  $10,000 
having  been  made.  The  receiver  oollects  and  distributes  $15,000.  Further  developments, 
after  this  $15,000  has  been  paid  to  the  partners,  show  a  loss  of  $4,000,  which  is  charg- 
ed to  the  partners  in  the  profit  and  loss  sharing  ratio.  The  following  would  be  a  state- 
ment of  the  transactions: 


Total 

▲ 

B 

C 

Original  Capital 

30 ,000 

10,000 

10,000 

10,000 

Loss 

10 ,000 

5,000 

3,000 

2,000 

New  Capital 

20 ,000 

5,000 

7,000 

8,000 

Dividend 

15 ,000 

3,750 

5,250 

6,000 

New  Capital 

5,000 

1,250 

1,750 

2,000 

Loss 

4,000 

2,000 

1,200 

800 

New  Capital, 

Credit 

1,000 

550 

1,200 

New  Capital, 

Overpaid 

750 

Unless  A  should  make  good  his  overpayment,  the  receiver  would  be  responsible  to  B 
and  C  for  the  amount. 

It  will  be  noted  that  both  the  losses  are  charged  to  the  partners  on  the  basis  of 
their  profit  and  loss  sharing  ratio.  The  dividend  of  $15,000,  hov/over,  is  diatributed 
on  the  basis  of  the  capital  ratio  existing  at  the  time  the  dividend  is  made,  A  re- 
ceiving 5/20,  B  7/20  and  C  8/20  of  the  $15,000.  The  illustration  clearly  shows  how 
the  capital  ratio  changes  each  time  a  loss  is  charged  up. 

To  avoid  thiB  danger  of  overpaying  one  of  the  partners  the  receiver  should  make  his 
first  payment  in  such  a  way  as  to  leave  the  ratio  between  the  remaining  capitals  the 
same  as  the  loss  sharing  ratio.  In  this  case  the  distribution  of  the  $15,000  oollected 
should  be  A  $2,500,  B  $5,500  and  C  $7,000.  This  would  leave  these  capital  accounts,  A 
$2,500,  B  31,500  and  C  $1,000,  the  proportion  between  them  being  at  the  ratio  of  50$, 
30$  and  20$  of  the  whole  $5,000.  As  losses  and  collections  will  now  be  distributed  in 
the  same  ratio,  there  is  no  danger  of  overpaying  any  of  the  partners.  If  A  objects  to 
receiving  so  snail  a  dividend,  the  receiver  can  proteot  hirself  b;/ jrefuning  to  pay  any 
dividend  at  all,  until  the  fate  of  all  the  assets  is  definitely  known. 

To  ascertain  how  much  of  the  dividend  should  be  paid  to  each  partner  in  order  to 
bring  all  the  capitals  to  the  profit  and  loss  sharing  ratio,  the  simplest  way  is  to 
work  backwards.  It  is  seen  that  when  the  dividend  of  $15,000  in  the  above  illustration 
shall  have  been  paid,  the  total  remaining  capital  will  be  $5,000.  By  entering  $2,500 
in  A's  account,  $1,500  in  B'a,  and  $1,000  in  C's,  as  the  amounts  that  their  respective 
oapitals  should  be,  to  bring  them  to  the  ratio  of  50$,  30$  and  20$  of  the  total  remain- 
ing capital,  it  la  at  onoe  apparent  how  much  should  be  paid  to  each  one. 

It  must  be  remembered  that  although,  after  the  capitals  are  reduced  to  the  profit 
and  loss  sharing  ratio,  future  dividends  are  made  on  that  ratio,  they  are  thus  made, 
not  because  the  ratio  Is  the  profit  and  loss  sharing  ratio,  but  because  it  is  now  the 
capital  ratio  also< 
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PROBLEM  Ho.    9. 

The  receiver  who  was  appointed  on  June   15,  1910  to  liquidate  the  affairs  of  Henry 
Dobson,  made  a  report  to  the  court  two  months  after  his  appointment.     The  following  is 
a  summary  of  the  operations  under  his  receivership  to  that  date.     The  Factory  Equip- 
ment valued  at  $10,000  was  sold  for  $9,500,   the  Finished  Goods  were  inventoried  at 
$16,000  of  which  three  quarters  was  sold  for  $12,750.     He  paid  preferred  claims  for 
Wages  and  Taxes  $450.     Raw  Material  and  Supplies  inventoried  at  $8,000  were  sold  for 
$7,800.     The  Investments  were  valued  at  $18,000,  of  which  $12,000  was  held  by  a  bank 
as  collateral  for  a  loan  of  $10,000  and  the  remaining  $6,000  was  held  by  a  creditor 
whose  claim  was  much  larger.     The  bank  sold  the  securities  held  by  it  at  101  and 
turned  over  to  the  receiver  all  the  excess  above  its  claim  of  $10,000.     The  creditor 
sold  the  securities  held  by  him  at  par.     The  Furniture  and  Fixtures  valued  at  $200 
wore  sold  for  $175.     Of  the  Accounts  Receivable  considered  as  good,  which  were  $30,000, 
he  collected  $21,000.     Of  those  considered  doubtful  which  wore  valued  at  $2,500  he 
realized  90$,  the  balance  were  worthless.     Of  those  considered  so  bad  that  they  were 
not  inventoried  at  all  he  yet  realized  $300.     The  Notes  Payable  outstanding  were 
$35,000  of  viiieh  $10,000  was  held  by  the  bank  which  was  secured  by  collateral  as  pre- 
viously stated.     The  Accounts  Payable  were  $62,000  of  which  one  account  was  partially 
secured  for  $6,000  as  shown  above.     The  receiver  expended  for  clerk  hire,  legal  ser- 
vices and  other  expenses  $1,250  and  was  allowed  by  the  court  a  fee  to  date  of  $1,800. 
By  order  of  court  he  paid  a  liquidating  dividend  to  the  unsecured  creditors  of  60$. 
The  cash  on  hand  at  the  tine  the  receiver  originally  took  charge  was  $850. 

Prepare  and  submit  a  Realization  and  Liquidation  Account,  the  Receivers  Cash  Ac- 
count and  a  Realization  Profit  &  Loss  Account,  and  Receiver's  Balance  Sheet. 

Note.     In  any  work  of  this  kind,  whother  it  is  a  problem  in  a  school  course  or 
one  that  arises  in  actual  experience,  it  is  essential  that  its  accuracy  should  be 
proved  by  balancing  the  figures  against  each  other.     In  this  case,  if  a  balance  sheet 
is  drawn  off  of  the  amounts  as  originally  scheduled  the  deficiency  or  surplus  at  the 
beginning  will  be  shown.     The  3ame  thing  will  be  true  of  the  balance     sheet  at  the  end. 
If  the  deficiency  or  surplus  at  the  beginning,  plus  or  minus  the  loss  or  profit  on 
realization  equals  the  deficiency  or  surplus  at  the  end,  it  proves  that  all  the  inter- 
mediate work  is  correct.     The  careful  man  will  always  try  to  prove  his  work  in  some 
such  way. 
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SOLUTION,  PROBLEM  No.  6. 


JOHN  MAPLETON. 


STATEMENT  OF  AFFAIRS. 


DECEMBER  1,  1907. 


ASSETS. 


Nominal  Values 

Expected  to  Realize      Deficiency 

15,000 

Factory  Equipment 

10,000 

5,000 

10,000 

Finished  Goods 

7,500 

2,500 

2,500 

Material  &  Supplies 

1,000 

1,500 

900 

Furniture  &  Fixtures 

200 

700 

25,275 

Investments 

25,275 

Loan-Contra 

12.000 

13,275 

2,500 

Accounts  Receivable,  Good 

2,500 

1,250 

Accounts  Receivable,  Bad 

1,250 

2,500 

Accounts  Receivable,  Doubtful 

1,500 

1,000 

575 

Cash 

Preferred  Claims,  Wages  dut 

500     • 
36,475 
500 

75 

Net  Free  Assets 
Net  Deficiency 


60,500 


35,975 

6,525 

42,500 


12,025 


LIABILITIES. 

jminal  Values 

28,500 

Accounts  Payable 

25.000 

Bills  Payable 

Bank  Loan  Secured-Contra 

500 

Wages-Contra 

1,000 

Rent 

5,500 

Capital 

60,500 

Expected  to  Rank 


28,500 
25,000 
12,000   13,000 


1,000 


Loss  on  Equipment 
Loss  on  Finished  Goods 
Loss  on  Material  &  Supplies 
Loss  on  Furniture  &  Fixtures 
Loss  on  Accounts 
Loss  on  Cash 


42,500 

DEFICIENCY  ACCOUNT. 

5,000 

Capital 

2,500 

Deficiency  as 

shown 

1,500 

700 

2.250 

75 

12,025 

5,500 
6,525 


12,025 
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CHAPTER  20 
THE  INCORPORATED  COMPANY 

(1)  DEFINITION  OF  A  CORPORATION.  On©  of  the  most  frequently  quoted  definitions 
of  a  corporation  is  that  of  Mr*  Kyd,  who  wrote  on  the  law  of  corporations  in  England 
about  a  century  ago.  "  A  collection  of  many  individuals,  united  into  one  body,  under 

a  special  denomination,  having  perpetual  succession  under  an  artificial  form,  and  vest- 
ed by  the  policy  of  the  law  with  the  capacity  of  acting  in  several  respects  as  an  in- 
dividual, particularly  of  taking  and  granting  property*  of  contracting  obligations, 
and  of  suing  and  being  sued,  of  enjoying  privileges  and  immunities  in  common,  and  of 
exercising  a  variety  of  political  rights,  more  or  less  extensive,  according  to  the  de- 
sign of  its  institution  or  the  powers  oonferred  upon  it, either  at  the  time  of  i*ts  cre- 
ation or  any  subsequent  period  of  its  existence." 

Speaking  of  the  fiction  of  "Corporate  entity",  Mr.  William  H.  Lough*  Jr.  says: 
"Here,  then*  is  the  first  and  most  fundamental  fact  about  the  corporation  for  the 
student  to  grasp  and  keep  always  clearly  in  view,  that  it  is  a  separate*' distinct  arti- 
ficial person.  In  the  first  place,  as  the  corporation  has  an  existence  apart  from  the 
lives  of  any  or  all  its  owners,  it  is  not  broken  up  by  the  death  or  withdrawal  of  any 
owner.  In  the  second  place,  the  corporation  has  the  right  to  buy  amd  sell  and  con- 
tract debts  in  its  own  name  and  for  itself J  it  may  even  owe  money  or  lend  money  to 
some  or  all  of  its  owners.  In  the  third  place,  it  may  sue  and  be  sued  in  the  feourts, 
without  thereby  involving  any  of  its  owners.  In  the  fourth  place,  it  may  enter  into 
all  kinds  of  legal  contracts,  just  as  an  individual  might  do." 

The  complications  and  risks  attendant  upon  co-partnerships  have  led  to  the  very 
general  abandonment  of  that  method  of  conducting  a  business  in  favor  of  the  incorpor- 
ated company.  The  principle  advantages  to  be  gained  by  the  change  are* 

(2)  ADVANTAGES  OF.  IN  CORPORA!  IEQ. 

(a)  LIMITED  LIABILITY.  The  stockholder  is  liable  only  to  lose  th*  amount  of  hid 
stock*  while  each  partner  in  a  firm  is  liable  for  all  the  debts  to  the  full  extent  *>f 
his  private  fortune,  if  necessary.  Even  in  those  oases*  such  as  banks,  where  the  lia- 
bility is  for  double  the  stockv,  it  is  still  limited. 

(b)  CONTINUOUS  LIFE.  A  partnership  is  dissolved  by  the  death,  insolvency  or  in- 
sanity of  one  of  the  partners,  while  a  corporation  continues  its  existence  without  re- 
gard to  any  change  in  the  personel  of  its  stockholders. 

(o)  AVAILABILITY.  The  holder  of  shares  in  a  corporation  can  readily  dispose  of 
them  by  sale  or  will  without  the  oonsent  of  the  other  holders,  except  in  the  case  of 
a  pooling  agreement.  He  can  also  use  then  as  collateral  for  loans  without  prejudice 
to  the  business.  A  member  of  a  firm  can  realize  on  his  investment  only  by  winding  up 
the  business,  or  by  obtaining  the  consent  of  the  other  partners  to  a  sale  to  outside 
parties. 

(d)  LARGER  CAPITAL.  The  use  of  tho  corporate  form  provides  for  increased  capital 
by  the  sale  of  shares  to  outside  investors,  who  may  be  willing  to  risk  definite  sums, 
but  would  not  be  willing  to  assume  the  indefinite  risk  involved  in  a  general  partner- 
ship. 

($)  EASE  OF  MANAGEMENT.  A  corporation  is  managed  by  a  Board  of  Directors,  who 

meet  periodically  to  outline  the  goneral  policy  of  the  business,  and  in  the  meantime 
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delegate  the  actual  conduct  of  the  business  to  a  president  and  other  officers  with  def- 
inite powers,  their  action  being  subject  to  supervision  by  the  \*iole  mass  of  the  stock- 
holders at  their  annual  meeting.  In  a  partnership  there  is  liable  to  be  dissension 
and  dispute,  and  in  the  case  of  an  even  number  of  partners,  there  may  be  a  deadlock 
which  it  will  be  impossible  to  break.  If  the  conduct  of  an  officer  is  not  satisfactory 
to  the  directors  or  stockholders  it  is  much  easier  to  dispense  with  his  services  than 
it  is  for  two  or  more  partners  to  get  rid  of  another  who  is  unsatisfactory. 

(3)  DISADVANTAGES  OP  INCORPORATING.  Some  of  the  disadvantages  of  the  corporate 
form  are: 

(a)  LESS  FREEDOM  OP  ACTION.  In  case  of  a  contingency  arising  when  prompt  action  is 
necessary,  partners  can  decide  on  what  should  be  done  without  any  delay,  while  in  a  cor- 
poration it  may  be  necessary  to  call  a  formal  meeting  of  the  board  of  directors  after 
due  notice  to  each  member. 

(b)  INABILITY  TO  HOLD  STOCK  IN  OTHER  CORPORATIONS.  In  some  states  one  corporation 
is  forbidden  to  hold  stock  in  another. 

(o)  RESTRICTIONS  AS  TO  CHARACTER  OF  BUSINESS.  A  corporation  is  restricted  to  the 
kind  of  business  which  it  was  organized  to  carry  on,  while  a  partnership  can  conduct 
any  legal  business,  and  can  change  from  one  business  to  another  without  consulting  the 
Btate  officers. 

(4)  CLASSES  OP  CORPORATIONS.  The  most  important  division  of  corporations  is  into 
two  classes,  Public  and  Private.  Public  corporations  are  those  created  for  the  pur- 
pose of  government  and  the  management  of  public  affairs.  Counties,  cities,  towns  and 
villages  are  examples  of  public  corporations.  Some  classes  of  institutions  which  are 
often  of  a  private  nature  may  be  public  corporations,  when  owned  and  managed  exclusive- 
ly by  a  governing  body  such  as  a  state  or  city.  Such  are  hospitals,  asylums  or  univer- 
sities, endowed  by  a  government  alone  for  the  public  benefit. 

Private  corporations  are  those  which  are  owned  and  operated  by  and  on  behalf  of 
private  individuals.  When  they  are  organized  to  provide  facilities  for  the  public  in 
general,  such  as  transportation,  gas,  or  telephones,  they  are  called  qua3i-public.  Pri- 
vate corporations  are  divided  into  Stock  and  Non-Stock  companies.  In  the  Stock  corpor- 
ation the  ownership  resides  in  the  holders  of  its  stock,  who  share  the  profits  made  by 
the  corporation.  This  is  the  kind  of  corporation  that  is  most  coonon  and  is  the  one 
ordinarily  organized  to  carry  on  a  commercial  business  for  profit.  The  Non-Stock  cor- 
poration is  not  organized  for  profit,  it  does  not  have  shares  of  stock,  but  issues  cer- 
tificates of  membership.  A  club  is  an  example  of  this  kind  of  corporation. 

TRANSFER  OF  PARTNERSHIP  TO  CORPORATION. 

(5)  BALANCE  SHEET  AS  BASIS  OF  TRANSFER.  When  the  partners  in  a  business  determine 
upon  incorporating,  the  first  step  necessary  is  to  ascertain  the  financial  condition  of 
the  partnership  affairs,  in  order  that  they  may  know  what  assets  and  liabilities  they 
will  have  to  transfer  to  the  corporation.  In  order  to  do   this,  they  must  take  inven- 
tories and  close  the  books,  making  all  the  profit  and  loss  entries,  including  the  trans- 
fer of  the  net  profit  or  loss  to  the  capital  accounts.  The  drawing  accounts  of  the  part- 
ners must  also  be  closed  into  their  capital  accounts.  If  one  of  the  partners  has  made  a 
loan  to  the  business,  the  disposition  to  be  made  of  the  loan  would  be  a  matter  of  agree- 
ment. It  may  be  credited  to  the  capital  account  of  the  partner,  or  it  may  continue  to 
be  considered  as  a  liability  and  may  be  assumed  as  such  by  the  corporation,  in  the  same 
manner  as  any  other  liability. 
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A  statement  of  the  accounts  as  they  then  stand  would  be  a  Balance  Sheet.  This  bal- 
ance sheet  would  ordinarily  be  the  basis  on  Which  the  partnership  books  are  closed, 
while  the  values  at  which  the  corporation  takes  over  the  business  need  not  necessarily 
be  the  same  as  those  appearing  on  the  partnership  books. 

As  far  as  the  partnership  is  concerned,  the  transaction  consists  of  the  transfer  by 
the  partnership  of  the  assets  to  the  corporation  and  the  assumption  by  the  latter  of  the 
liabilities,  or  in  other  words,  a  sale  of  the  net  assets.  The  corporation  pays  the  part- 
nership for  these  net  assets  by  issuing  to  it  a  certain  number  of  shares  to  be  divided 
between  the  partners  in  the  proportion  of  their  respective  capital  interests  in  the  part- 
nership. The  par  value  of  the  shareB  issued  to  the  partners  may  be  the  same  as  their  cap- 
itals in  the  partnership,  or  it  may  be  greater  or  less.  In  recording  the  sale  on  the 
partnership  books,  whatever  the  number  of  shares  and  their  par  value,  the  stock  received 
by  the  partners  is  entered  at  a  valuation  that  is  exactly  equivalent  to  their  respective 
capitals. 

(6)  ENTRIES  ON  PARTNERSHIP  BOOKS  RECORDING  TRANSFER.  There  are  tw6  ways  of  record- 
ing the  transfer  on  the  books,  which  differ  only  in  the  manner  in  which  the  payment  to 
the  partners  is  expressed.  In  one  the  partners  sell  their  respective  interests  as  in- 
dividuals, and  the  method  of  payment,  being  supposed  to  be  an  individual  transaction,  is 
not  entered  on  the  partnership  books.  In  the  other,  the  partnership  as  a  whole  sells 
the  business  and  receives  all  the  stook  in  payment,  and  then  pays  off  the  partners'  cap- 
ital by  a  distribution  of  the  stock  to  the  individual  partners  in  proportion  to  their 
respective  capitals  in  the  partnership.   In  either  method,  the  partnership  books  would 
show  the  transfer  of  the  assets  by  a  journal  entry  debiting  the  corporation  and  credit- 
ing all  the  asset  accounts,  and  the  assumption  of  the  liabilities  by  another  journal  en- 
try debiting  the  liabilities  and  crediting  the  corporation.  The  result  would  be  that 
the  only  accounts  left  on  the  books  would  be  the  capital  accounts  of  the  partners  and  a 
debit  balance  of  the  corporation.  By  the  first  method  of  expressing  the  sale,  the  capi- 
tal accounts  of  the  partners  would  be  debited  and  the  corporation  credited,  closing  all 
the  accounts,  but  not  showing  what  the  corporation  paid  to  the  partners.  By  the  second 
method  expression  is  given  on  the  books  of  the  partnership  to  the  manner  in  which  the 
corporation  pays  for  the  net  assets  taken  over  by  it.  The  stock  given  in  payment  by  the 
corporation  is  shown  as  the  property  of  the  partnership  as  a  whole  by  being  charged  to 
Corporation  Stock  and  credited  to  the  corporation. 

Whichever  method  of  closing  the  partnership  books  is  adopted,  the  first  journal  en- 
tries would  be  as  follows:  explanatory  remarks  being  omitted: 
Corporation 

To  Assets 
Liabilities 

To  Corporation 
If  the  first  method  is  adopted,  the  next  entry  would  be: 
Partners'  Capital 
To  Corporation 
If  the  second  method  is  adopted,  the  above  entry  would  be  replaced  by  the  following: 
Corporation  Stock 

To  Corporation 
Partners'  Capital 

To  Corporation  Stock 
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Whatever  the  number  of  shares  of  the  par  value  of. the  stocic,  Its  value  in  tho 
closing  ontry  would  be  the  amount  nooessary  to  close  the  balance  of  the  corporation's 
account,  for  that  is  the  value  that  it  coats  tho  partnership  in  tho  shape  of  not  as- 
sets clvon  for  it.  For  instance,  if  A  has  #30,000  and  B  $20,000  capital  in  the  part- 
nership of  A  &  B,  and  nocossarily  not  asset 3  of  |ir>0,000|  and  they  sell  to  the  C  Cor- 
poration tlioir  whole  business  for  600  shares  of  #100  eaoh,  the  entry  would  be  to 
charge  G  Corporation  Stock  with  600  shares  at  a  value  of  #50,000,  and  credit  the  0 
Corporation  tho  same  amount.  This  would  leave  the  partnership  books  with  one  asset 
account  of  tho  otook,  exactly  balanced  by  the  total  of  the  partners1  oapitals.  an- 
other entry  would  then  be  made  charging  tho  partners'  capital  aooounts  and  erodltlng 
the  C  Corporation  Stock  account  with  the  number  of  shares  distributed  to  the  partners, 
at  tho  oamo  rate  per  share  as  tho  stook  had  been  received  by  the  partnership.  In  the 
examplo  given,  A  would  bo  chargod  with  360  nhares,  #30,000  and  B  with  240  sharos, 
#20,000. 

Either  method  is  oorreot,  depending  on  the  view  taken  of  tho  transaction.  In  the 
first,  each  partnor  is  considered  to  havo  subscribed  for  the  stook  as  an.  individual 
and  to  have  paid  for  it  by  turning  over  his  undivided  intorost  in  the  partnership.  In 
tho  second,  the  partnorshlp  as  a  whole  sella  out  to  the  corporation  for  a  given  num- 
ber of  shares,  and  then  divides  those  sharos  between  the  partners  in  the  same  way  as 
it  would  havo  divided  the  money,  if  the  sale  had  been  for  cash,  instead  of  for  stock. 

It  is  usual  for  the  corporation  to  open  an  entirely  new  set  of  books,  at  least  as 
far  as  the  books  of  original  entry  and  general  ledger,  are  oonoerned,  but  If  subsidiary 
lodgors  are  in  use  for  customers  and  creditors,  the  old  books  are  frequently  turned 
ovor  to  tho  corpbration  and  are  used  by  it,  Just  as  they  stand.  On*  great  advantage 
of  doinr:  this  is  that  the  history  of  the  different  aooounts  is  preserved  for  refor- 
enoe. 
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INSTRUCTIONS. 

Having  concluded  to  engage  in  the  manufacturing  of  gasoline  engines,  Adams  and 
Draper  determine  to  incorporate  their  business  under  the  name  of  the  Adams-Draper  Go. 
They  agree  to  take  stock  in  the  new  company  at  par  for  their  respective  interests  as 
shown  by  their  books.  The  shares  being  $100  each,  they  first  reduoe  their  capital 
balances  to  oven  hundreds  of  dollars  by  drawing  a  check  for  nineteen  dollars  and 
fifty-six  cents  to  John  Adams,  and  one  for  fifty-eight  dollars  and  nineteen  cents  to 
William  Draper.  John  Adams  is  then  entitled  to  293  shares  and  William  Draper  to  227 
shares  of  the  capital  stock  of  the  new  company. 

Close  out  the  partnership  accounts  of  Adams  &  Draper,  showing  the  transfer  of 
the  assets  and  liabilities,  by  charging  and  crediting  the  Adams-Draper  Co. (30)  and 
the  receipt  from  the  company  of  520  shares  by  the  partnership,  opening  an  account 
with  Stock,  Adams-Draper  Cc.  on  page  30.   Finally  close  the  books  by  showing  the  dis- 
tribution of  this  stock  to  John  Adams  and  William  Draper.  The  Sales  Ledger  and  the 
Purchase  Lodger  will  be  taken  over  by  the  company,  and  the  accounts  on  them  need  not 
be  disturbed. 


Copyright,  1912,  Charles  H.  Longer 


QUIZ  QUEST IOWS. 
Question  No.  11. 

State  concisely  how  you  would  treat  Consignment  Sales,  the  consigned  goods  being 
entered  on  the  books  at  cost,  in  preparing  a  Profit  &  Losb  account  and  Balance  Sheet. 

Question  No.  12. 

A  machine  had  been  sent  to  John  Brown  on  consignment  and  charged  to  his  Consign- 
ment account  at  cost,  0140,  Consignment  Sales  being  credited  the  same  amount.  The 
terms  of  the  consignment  are  that  when  Brown  sells  the  machine,  he  will  pay  $185  for 
it  within  thirty  days  after  date  of  his  sale.  Brown  reports  the  sale  of  the  machine. 
MakB  proper  entries  in  journal  form  to  record  the  sale  to  him,  so  that  the  total 
Bales  will  be  correctly  stated. 

Question  No.  13. 

Define  a  Controlling  account  and  state  the  advantages,  if  any,  of  adopting  it. 

Question  No.  14. 

State  the  best  accounting  procedure  to  treat  the  omission  of  credit  for  purchased 
goods  on  hand  which  have  not  been  included  in  the  inventory,  in  preparing  (a)  Profit 
&  Loss  account,  and  (b)  Balance  Sheet. 

Question  Ko.  15. 

In  dissolving  a  solvent  partnership,  in  what  order  should  the  proceeds  of  the 
assets  be  distributed? 

Note.   In  answering,  do  not  repeat  questions,  but  write  answers  only,  designating 
the  questions  by  number. 
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SOLUTION.  PROBLEM- No.  9. 


REALIZATION  &  LIQUIDATION  ACCOUNT, 


JUNE  15,  1910,  TO  AUGUST  15.  1910. 


Assets  to  be  Realized: 

^— — ^.M       Mi™       —■■■■■  ■  I  I 

Factory  Equipment 
Finished  Goods 
Raw  Material  &  Supplies 
Investments  12,000 

Out  as  collateral  to 
secure  $10,000  Note       10.000 
Investments-Out  as 
collateral  to  secure 
Accounts  Payable  6,000 

Furniture  &  Fixtures 
Accounts  Receivable, Good 
Accounts  Receivable , Doubtful 

Liabilities  Liquidated; 

Wages  £  Taxes  450 

Notes  Payable  60$  15,000 

Accounts  Payable  60^  33.600 


Supplementary  Charges: 

Legal  Services  &  Expense  1,250 
Receiver's  Fee  1,800 

Liabilities  not  Liquidated: 

Notes  Payable  10,000 

Accounts  Payable  22,400 


Balance  brought  down: 
Finished  Goods 
Accounts  Keceivable.Good 


200 

30,000 

2,500 

68,700 


49,050 


3,05C 


32,400 


Liabilities  to  be  Liquidated: 

10,000 

Wages  &  Taxes                                                   450 

16,000 

Notes  Payable                               10,000 

8,000 

Fully  secured  see  contra    22,000 

Notes  Payable                                           25,000 

Accounts  Payable                         62,000 

2,000 

Partially  secured 

see  contra                                  6,000  56,000 

153,200 

4,000 
9.000 


81,450 

Assets  Realized: 

Factory  Equipment  9,500 

Finished  Goods  12,750 

Raw  Material  &  Supplies  7,800 

Investments  2,120 

Furniture  &  Fixtures  175 

Accounts  Receivable, Good         21,000 
Accounts  Receivable .Doubtful  2,250  55,595 

Supplementary  Credit; 

Bad  Accounts  Collected  300 


Assets  not  Realized: 

Finished  Goods 

Accounts  Receivable, Good 
Loss  on  Realization 

Balance  brought  down; 
Notes  Payable 
Accounts  Payable 


4,000 

9,000  15,000 
2,855 


155,200 

10,000 
22,400 
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RECEIVER'S   CASH  ACCOUNT. 


JUNE  15 t   1910  TO  AUGUST   15 ,   1910. 


Cash 

Factory  Equipment 

Finished  Goods 

Raw  Material  &  Supplies 

Investments 

Furniture  &  Fixtures 

Accounts  Receivable, Good 

Accounts  Receivable .Doubtful 

Accounts  Receivable, Bad 


850 

Wages  &  Taxes 

450 

9,500 

Legal  Service  &  Expense 

1,250 

12,750 

Receiver's  Fee 

1,800 

7,800 

Notes  Payable  60$ 

15,000 

2,120 

Accounts  Payable  60$ 

33,600 

175 

52,100 

21,000 

Cash  Balance 

4,645 

2,250 

300 

56,745 


56,745 


REAL IZAT IOH  PROFIT  &  LOSS. 


JUNE  15,   1910  TO  AUGUST  15,   1910. 


Factory  Equipment 
Raw  Material  &  Supplies 
Furniture  &  Fixtures 
Accounts  Receivable ,Doubtful 
Legal  Service  &  Expense 
Receiver's  Fee 


500 

200 

25 

250 

1,250 

1,800 

4,025 


Finished  Goods 

Investment 

Bad  Debts  Collected 

Net  Loss  as  shown 


750 

120 

300 

2,855 


4,025 


RECEIVER'S  BALANCE  SHEET. 


AUGUST  15,   1910 


Finished  Goods 

Accounts  Receivable, Good 

Cash 

Deficit  at  beginning        11,900 
Loss  on  Realization  2,855 


4,000 

9,000 

4,645 

17,645 


14,755 
32,400 


Notes  Payable 
Accounts  Payable 


10,000 
22,400 


32,400 
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CHAPTER  21. 
CORPORATION  ACCOUNTING. 

(1)  CAPITAL.  The  capital  of  an  individual,  firm  or  corporation  is  the  amount  of 
money   or  other  assets  which  represents  the  net  wealth,  or  the  excess  of  the  assets  ov- 
er the  outside  liabilities.  At  the  beginning  of  any  enterprise, the  capital  is  the  a- 
mount  originally  contributed  to  be  used  in  carrying  on  the  business.  Subsequent  prof- 
its which  are  left  to  accumulate  in  the  business  constitute  an  addition  to  the  capital, 
while  net  losses  would  act  as  a  reduction  of  the  capital.  The  capital  may  also  be  in- 
creased by  contributions  of  new  money  or  diminished  by  the  withdrawal  of  a  portion  of 
the  original  contribution,  or  of  a  part  or  all  of  the  profits. 

(2)  CAPITAL  OP  SINGLE  PROPRIETOR  OR  PARTNERSHIP.  As  we  have  seen,  the  capital  of 

a  single  proprietor  or  of  a  partnership  is  the  amount  originally  contributed  to  the  bus- 
iness, to  which  have  been  added  the  profits  made  from  year  to  year,  and  from  which  have 
been  deducted  the  sums  which  have  been  withdrawn  from  time  to  time.  This  capital  in  a 
single  proprietorship  is  expressed  in  one  capital  account;  in  a  partnership  it  is  the 
sum  of  the  capital  accounts  of  all  of  the  partners. 

(3)  CAPITAL  OF  A  CORPORATION.  In  a  corporation,  as  in  a  partnership,  the  capital 
consists  of  the  original  contribution  and  the  subsequently  accumulated  profits.  Un- 
like a  partnership,  the  corporation  does  not  add  the  profits  to  the  aocount  represent- 
ing the  original  contribution,  but  keeps  them  in  an  entirely  separate  account.  This  a- 
rises  in  part  from  the  statutory  requirement  that  the  original  contribution  must  be 
kept  intact,  with  the  exception  of  any  impairment  by  losses,  or  a  reduction  of  the  a- 
mount  by  action  taken  under  the  provisions  of  the  law.  The  original  contribution  is 
expressed  by  a  credit  to  the  account  of  Capital  Stock,  which  credit  may,  or  may  not,  be 
the  full  amount  of  the  authorized  capital,  depending  on  the  statutory  requirements  of 
the  state  from  which  the  corporation  derives  its  charter.  Therefore,  the  capital  of  a 
corporation  is  expressed  in  two  accounts,  Capital  Stock,  representing  the  original  con- 
tribution, "and  Undivided  Profits,  or  Surplus,  representing  the  profits  that  have  been 
accumulated. 

(4)  CAPITAL  STOCK.  Capital  Stock  is  a  term  which  can  be  used  only  in  reference 
to  the  capital  of  an  incorporated  company.  It  represents  the  amount  of  the  authorized 
capital  for  which  the  company  was  incorporated.  The  capital  stock  is  divided  into 
shares  of  from  one  dollar  to  one  thousand  dollars  each,  as  provided  in  the  charter  of 
the  company.  These  shares  are  evidenced  by  certificates  issued  to  each  shareholder 
specifying  the  number  of  shares  to  which  he  is  entitled.  A  share  of  capital  stock  is 
an  undivided  interest  in  the  surplus  profits,  and,  on  the  dissolution  of  the  company, 
in  the  net  assets  remaining  after  the  debts  of  the  corporation  have  been  paid.  Unlike 
a  single  proprietorship  or  partnership,  the  capital  represented  by  the  shares  cannot  be 
withdrawn  during  the  life  of  the  corporation,  but  only  the  surplus  profits  can  be  dis- 
tributed by  means  of  a  dividend  properly  declared.  Each  shareholder  has  the  right  to 
share  in  the  profits  so  divided,  in  the  proportion  of  the  number  of  shares  held  by  him 
to  the  total  number  of  shares  outstanding. 

(5)  GOVERNMENT  OP  A  CORPORATION.  In  addition  to  the  differences  already  noted  be- 
tween a  partnership  and  an  incorporated  company,  there  are  other  differences  which  a- 
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rise  from  the  fact  that  the  number  of  persons  who  contribute  the  capital  of  a  company 
is  usually  so  large  that  it  would  be  impossible  for  them  all  to  take  an  active  part  in 
the  management  of  the  business,  even  if  they  desired  to  do  so.  The  members  of  the  com- 
pany, that  is,  the  stockholders,  therefore  delegate  the  active  management  to  a  few  of 
their  own  number,  called  a  Board  of  Directors,  who  are  elected  by  the  stockholders  at 
the  regular  annual  meeting.  The  board  of  directors  have  general  supervision  over  all 
the  operations  of  the  business,  but  they  in  turn  delegate  the  duty  and  responsibility 
of  conducting  the  active  daily  operations  to  officers  elected  by  them,  usually  a  Pres- 
ident, Vice  President,  Secretary  and  Treasurer.  The  duties  of  these  officers  vary  in 
different  companies,  but  as  a  general  rule,  they  are  expected  to  give  their  whole  time 
to  the  business.  They  report  to  the  directors  at  regular  or  special  meetings  and  are 
subject  to  the  control  of  the  directors  at  all  times.  The  directors  report  to  the 
stockholders  at  the  annual  meeting  and  are  under  the  control  of  the  latter,  because  if 
their  management  is  not  satisfactory,  the  stockholders  may  refuse  to  re-elect  them. 

The  attorney  of  the  proposed  company  generally  takes  all  the  legal  steps  necessary 
to  obtain  the  charter,  calling  a  meeting  of  the  commissioners,  opening  books  of  sub- 
scription for  the  capital  stock,  electing  directors  and  adopting  By-Laws. 

(6)  OPENING  CORPORATION  BOOKS.  The  first  entry  that  appears  on  the  books  is  the 
record  of  the  subscription.  This  consists  in  charging  the  subscribers  and  crediting 
Capital  Stock  account  with  the  amount  of  the  subscriptions.  If  the  subscribers  are 
few  in  number,  their  names  may  be  detailed  in  the  entry,  vriih   the  amounts  of  their  re- 
spective subscriptions,  which  will  be  charged  to  their  accounts  on  the  general  ledger. 
If  their  number  is  large,  one  controlling  account  is  opened  with  Subscribers,  and  the 
detail  of  their  accounts  will  be  put  into  a  subsidiary  Subscription  Ledger  or  in  a  Sub- 
scription Register.  In  the  subscription  ledger  the  stockholder  is  charged  with  his 
subscription,  and  is  credited  with  the  payments  that  he  makes. 

The  above  would  be  necessary  in  those  states  which  require  that  all  the  capital 
shall  be  subscribed  before  the  company  is  authorized  to  begin  business.  In  others, 
which  allow  of  a  partial  subscription,  there  are  several  ways  of  opening  the  Capital 
Stock  account.  One,  which  is  clearly  wrong,  as  will  be  shown  later,  is  to  make  this 
entry: 

Subscribers,  amount  of  their  Subscriptions 
Treasury  Stock,  amount  not  subscribed 

To  Capital  Stock,  amount  authorized 
Another  is  as  follows: 
Subscribers 
Unsubscribed  Stock 

To  Capital  Stock. 
Still  a  third  method  is  to  show  all  the  stock  before  it  is  any  of  it  subscribed  and 
then  to  show  the  actual  subscriptions,  thus; 
Unsubscribed  Stock 

To  Capital  Stock,  for  the  authorized  amount 
Subscribers,  for  the  amount  of  their  subscriptions 
To  Unsubscribed  Stock 
The  effect  of  the  last  two  methods  is  finally  the  same,  as  in  both  of  them  the  sub- 
scribed and  unsubscribed  stock  are  shown. 
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(7)  PAYMENT  OP  STOCK  SUBSCRIPTION.  The  stock  being  wholly  or  partially  subscribed, 
as  the  case  may  be,  the  next  step  would  be  the  collection  of  the  subscriptions.  If  there 
are  to  be  many  payments,  especially  if  the  stock  is  to  be  paid  for  in  installments,  it 
is  well  to  have  a  column  provided  for  them  in  the  cashbook,  the  total  of  which  would  be 
posted  to  the  credit  of  the  controlling  account  of  Subscribers  in  the  general  ledger, 
and  the  details  to  the  credit  of  the  respective  accounts  of  the  subscribers  in  the  Sub- 
scription ledger. 

The  subscribers  may  not  all  pay  for  their  stock  in  money.  They  may  turn  over  prop- 
erty of  various  kinds,  such  as  machinery  and  tools,  merchandise,  patents,  etc.,  or  may 
even  pay  for  their  stock  in  legal  or  promoting  services.  In  accepting  anything  but  cash 
for  the  stock,  the  transaction  must  be  authorized  by  the  board  of  directors  or  the  stock- 
holders, by  formal  action  accepting  the  written  offer  of  the  owners  of  the  property  to 
sell  it  to  the  corporation  and  to  accept  stock  in  paymont.  This  may  involve  also  the  as- 
sumption of  liabilities,  when  a  going  business  is  taken  over  by  a  corporation  and  stock 
is  issued  for  the  net  assets. 

The  payment  of  the  subscription  by  the  transfer  of  property  is  often  shown  by  an  en- 
try of  this  kind: 

Plant  and  Sundry  Assets 
To  Vendors 
followed  by  these  entries: 
Vendors 

To  Subscribers 

Real  Estate 

Merchandise 

Accounts  Receivable 

Any  other  assets,  detailed 

To  Liabilities,  detailed 
Plant  and  Sundry  Assets. 
The  object  of  these  entries  is  to  show  the  sale  to  the  company  of  the  business  as  a 
whole,  the  phrase  Plant  and  Sundry  Assets  being  used  as  an  indefinite  term  to  express 
it.  This  is  because  the  minutes  of  the  meeting  at  which  the  purchase  is  authorized  are 
sometimes  indefinite  in  the  wording,  and  do  not  specify  in  detail  the  money  value  of  the 
items  included  in  the  purchase.  The  last  entry  is  necessary  in  order  to  put  the  assets 
on  the  books  under  their  appropriate  classification  and  to  show  the  assumption  of  the 
liabilities,  if  there  are  any,  the  credit  to  Plant  and  Sundry  Assets  being  the  amount  of 
the  net  assets  bought,  as  shown  by  the  first  entry.  In  those  cases  whefe  the  detail 
money  values  are  not  shown,  but  the  total  of  the  net  assets  are  purchased  for  one  lump 
sum,  it  becomes  necessary  to  make  a  detailed  appraisal  of  the  separate  items,  before  the 
final  entry  can  be  made  placing  the  individual  assets  on  the  books. 

In  those  cases  where  a  detailed  valuation  of  the  individual  assets  is  made  in  the 
proposal  to  sell  on  the  part  of  the  vendors  and  the  acceptance  of  the  offer  by  the  com- 
pany, the  direct  sale  of  the  assets  may  be  shown  by  a  single  pntry  such  as  this: 
Real  Estate 
Merchandise 
Accounts  Receivable 
Any  other  assets,  detailed 

To  Liabilities,  detailed 
Subscribers,  by  name 
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By  the  first  method  the  company  buys  the  property  from  the  vendors  and  then  is- 
sues stock  to  pay  for  it.  By  the  second,  the  vendors  subscribe  to  a  certain  number 
of  shares  and  then  transfer  the  property  to  pay  for  it.  The  final  result  is  the  same 
in  either  case. 

Reference  must  be  made  in  either  method  to  the  authority  for  the  purchase  of  the 
property,  showing  date  of  the  meeting  and  page  of  the  minute  book  on  which  it  is  re- 
corded. 

(8)  THE  BALANCE  ACCOUNT.  In  spreading  the  assets  and  liabilities  on  the  books 
of  the  company,  or  in  the  similar  case  when  the  books  of  an  individual  or  a  firm  are 
opened  with  the  figures  transferred  from  some  business  taken  over,  recourse  is  some- 
times had  to  the  Balance  Account.  All  the  assets -are  debited  in  detail  and  their  to- 
tal credited  to  Balance  Account,  and  all  the  liabilities  credited  and  their  total  deb- 
ited to  Balance  Account.  Another  debit  to  Balance  Account  and  a  credit  to  Vendors  or 
Subscribers  in  the  case  of  the  company,  or  to  the  proprietor  in  the  case  of  an  indi- 
vidual or  firm,  will  close  the  Balance  Account  and  leave  the  other  accounts  open. 
This  is  the  survival  of  an  old  custom,  which  does  not  seem  to  have  found  much  favor 
with  American  accountants,  who  do  not  see  the  necessity  of  employing  an  account  which 
is  at  once  closed,  when  the  direct  entries  give  the  same  information  as  to  the  facts, 
without  it. 

(9)  CAPITAL  STOCK  BOOKS  AND  ACCOUNTS.  To  record  the  transactions  connected  with 
the  subscriptions  and  the  issue  of  Capital  Stock,  certain  books  are  necessary  in  any 
event, and  others  may  be  required  under  certain  conditions. 

SUBSCRIPTION  BOOK.  This  is  a  book  which  records  the  subscriptions  as  they  are 
made,  giving  the  date,  name  and  address  of  the  subscriber,  the  number  of  shares  and 
their  face  value.  The  original  subscription  is  usually  made  on  separate  blanks, 
signed  by  the  subscriber.  This  book  is  necessary  only  when  there  are  a  large  num- 
ber of  subscribers,  otherwise  the  names  may  be  detailed  in  the  journal. 

SUBSCRIPTION  LEDGER.  In  this  ledger  the  stockholders  are  charged  with  the  amounts 
of  their  subscriptions,  and  credited  with  the  payments  made  on  account.  It  is  used 
principally  when  the  stock  is  payable  in  installments,  and  is  the  subsidiary  ledger 
for  the  controlling  account  of  Subscribers  in  the  general  ledger.  When  the  stock  is 
payable  in  one  amount  its  place  can  be  taken  by  a  credit  column  in  the  Subscription 
Book.  When  the  number  of  subscribers  is  small,  their  individual  subscription  accounts 
may  be  carried  on  the  general  ledger  in  place  of  the  controlling  account. 

STOCK  CERTIFICATE  BOOK.  This  book  contains  blank  certificates  of  stock  to  be 
filled  out  and  signed  by  the  president  and  secretary  and  delivered  to  the  stockholders 
when  their  stock  is  paid  for,  or  when  they  acquire  stock  by  transfer.  The  certifi- 
cates are  numbered  consecutively.  The  stubs  which  remain  in  the  book  contain  the  name 
and  address  of  the  stockholder  and  the  number  of  shares.  In  a  space  below  is  recorded 
the  source  from  which  the  shares  were  obtained,  whether  by  original  subscription,  or 
by  transfer,  with  the  name  of  the  person  and  the  number  of  the  certificate  from  which 
transferred.  When  a  certificate  is  cancelled  by  transfer  it  should  be  pasted  on  the 
stub  to  which  it  belongs. 

STOCK  LEDGER.  In  this  ledger  the  stockholder  is  credited  with  the  stock  issued 
to  him,  the  entry  showing  the  date,  source  from  which  obtained,  number  of  each  cer- 
tificate issued  to  him,  number  of  shares  and  face  value  of  each  certificate.  "When 
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stock  is  transferred  it  is  charged  to  the  transferror  by  an  entry  showing  date,  person 
to  whom  transferred,  number  of  certificate  cancelled,  and  number  of  shares  transferred. 
If  only  part  of  the  shares  in  a  certificate  are  transferred  to  another  person,  the 
whole  certificate  must  be  charged  off,  the  retained  shares  being  shown  as  transferred 
to  "Self,  and  a  new  certificate  for  them  issued  and  credited  to  Self.  The  total  bal- 
ances in  the  stock  ledger  should  always  equal  the  Capital  Stock  account  in  the  general 
ledger. 

STOCK  TRANSFER  BOOK.  This  book  is  used  to  record  the  transfers  of  stock  from  one 
stockholder  to  another.  Prom  it  the  transferror  is  debited  and  the  transferree  cred- 
ited in  the  stock  ledger.  It  is  often  called  a  Stock  Tranfer  Journal.  Its  use  is 
required  by  the  laws  of  New  York  and  some  other  states.  In  others,  the  transfers  are 
posted  from  the  stubs  and  certificates  themselves,  as  each  certificate  has  on  its  back 
a  transfer  form  which  is  signed  by  the  transferror  and  constitutes  the  authority  for 
the  transfer. 

THE  MINUTE  BOOK  contains  a  record  of  all  the  meetings  of  the  stockholders  and  of 
the  board  of  directors.  All  the  preliminary  work  of  the  organization  should  also— be 
recorded  in  it,  including  the  charter,  the  meetings  of  the  commissioners,  the  notices 
sent  out  by  them  and  all  the  other  legal  steps  taken  Tinder  the  advice  of  the  attorney 
of  the  company.  The  By-Laws  should  also  be  entered  in  full  in  this  book.  The  min-  . 
utes  of  the  meetings  are  written  and  signed  by  the  secretary  and  attested  by  the  pres- 
ident. 
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SHTRIBS  CLOSING  OUT  PARTNERSHIP  BOOKS  OP  ADAMS  4  DRAPER. 

MAY  1,  L904. 

CASHBOOK  ENTRIES. 

There  would  appear  on  the  disbursement  side  of  the  Cashbook,  in  both  the  General 
and  the  Bank  Columns,  the  following  entries: 

John  Adams,  Capital  19.56 

William  Draper,  Capital  58.19 

Adams  -  Draper  Co.,  Transfer  of  funds  3,801.37 

Note.  The  first  two  entries  are  not  part  of  the  closing  out  entries  of  the  partner- 
ship books,  but  are  given  as  a  guide  to  the  student. 
JOURNAL  ENTRISS- 
Adams  -  Draper  Co.  59,236.66 

Furniture  &  Fixtures  393.00 

Horse  &  Wagon  275.00 

Merchandise  Inventory  44,474.78 

Rotes  Receivable  5,867.62 

Accounts  Receivable  7,934.60 

Insurance,  Unexpired  191.66 

Petty  Cash  Fund  100.00 

To  close  out  the  assets  transferred  to  the  Adams-Draper 
Co.  to  conform  with  agreement  of  sale. 

Notes  Receivable  Discounted  4,337.73 

Notes  Payable  5,000.00 

Accounts  Payable  1,684.30 

Exoelsior  Mfg.  Co.,  Consignment  16.00 

Adams  -  Draper  Co.  11,038.03 

To  close  out  the  liabilities  assumed  by  Adams-Draper  Co. 
to  conform  with  agreement  of  sale. 
Stock  Adams-Draper  Co.  52,000.00 

Adams  -  Draper  Co.  52,000.00 

520  shares  of  stock  of  Adams-Draper  Co.  received  in  ac- 
cordance with  agreement  of  sale. 

John  Adams  Capital  Account  29,300.00 

William  Draper  Capital  Account  22.700.00 

Stock  Adams-Draper  Co»  52,000.00 

Distribution  of  shares  of  Adams-Draper  Co. 
293  shares  to  John  Adams. 
227  shares  to  William  Draper. 
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DATA  AND  INSTRUCTIONS—OPENING-  BOOKS  OP  THE  ADAMS-DRAPER  00. 

Adams  and  Draper,  through  their  attorney,  procured  the  organization  of  a  corpora- 
tion under  the  name  of  the  Adams-Draper  Company,  obtaining  a  charter  from  the  State  of 
Maine,  with  an  authorized  capital  of  $75,000,  divided  into  750  shares  of  $100  each. 
The  charter  authorized  them  to  buy  and  sell  hardware,  farm  implements  and  other  merchan- 
dise, and  to  manufacture  gasoline  and  other  engines  and  agricultural  and  other  imple- 
ments. The  subscriptions  to  the  Capital  Stoolc  were  as  follows: 

John  Adams  293  shares 

William  Draper  227    •• 

'  C.H.Burton  100    " 

J.W.Walters  80    » 

A.B.Miller  50    •• 

The  records  of  the  stockholders  *  meetings  showed  the  offer  by  John  Adams  and  William 
Draper  to  sell  to  the  company  the  business  of  the  firm  of  Adams  &  Draper  for  $52,000  and 
the  acceptance  of  the  offer  by  the  company,  payment  to  be  made  by  the  company  in  shares 
of  its  Capital  Stock  at  par,  to  be  issued  to  John  Adams  and  William  Draper  as  their  re- 
spective interests  appear.  The  assets  taken  over  and  the  liabilities  assumed  by  the  com- 
pany were  shown  in  the  minutes  of  the  meetings  to  be  as  follows:  Furniture  &  Fixtures 
$393.00,  Horse  &  Wagon  $275,00,  Inventory  of  Hardware  $2,060,74,  Inventory  of  Farm  Im- 
plements $42,414,04,  Notes  Receivable  $1,529,89,  Accounts  Receivable,  as  per  schedule 
$7,934.60,  Insurance  Unexpired  $191,66,  First  National  Bank  $3,801,37,  and  Petty  Cash 
$100.00.  Notes  Payable,  First  National  Bank,  $5,000,00,  Accounts  Payable,  as  per  sched- 
ule $1,684.30  and  the  consignment  account  of  the  Excelsior  Mfg.  Co,  $16,00.  Supporting 
schedules  of  the  Accounts  Receivable  and  Payable  were  made  a  part  of  the  minutes.  The 
company  also  took  over  the  balance  of  the  consigned  merchandise,  with  the  consent  of  the 
consignors.  Adams  &  Draper  waived  any  consideration  of  interest  accrued  or  paid  in  ad- 
vance. The  corporation  also  assumed  the  contingent  liability  on  the  Notes  Receivable 
Discounted  of  $4,337,73  as  per  schedule  submitted.  The  interest  of  John  Adams  in  the 
net  assets  turned  over  was  $29,300  and  of  William  Draper  $22,700. 

Of  the  remaining  stock  subscriptions,  C.  H.  Burton  and  J.  W.  Walters  paid  up  in  full 
in  Cash,  and  A.  B.  Miller  paid  his  subscription  by  giving  his  demand  note  for  $5,000 
with  6%  interest  from  date.  All  the  transactions  so  far  recorded  are  to  be  considered 
as  of  date  of  May  1,  1904, 

Formulate  journal  entries  to  place  all  of  the  above  transactions  on  the  books  and 
submit  them  for  examination  before  entering  them  on  the  journal  of  the  practice  set.  In 
journalizing  the  taking  over  of  the  business  of  Adams  &  Draper,  make  a  compound  journal 
entry,  crediting  John  Adams  and  William  Draper  as  Vendors,  and  another  journal  entry 
charging  their  Vendors  account  and  crediting  their  Subscription  account.  Show  the  pay- 
ment of  the  balance  of  the  stock,  and  prepare  and  submit  a  Balance  Sheet  of  the  company 
at  the  opening  of  business  May  1,  1904. 
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ANSWERS  TO  QUIZ  QUESTIONS. 

Answer  to  Question  No.  11. 

The  credit  "balance  of  Consignment  Sales  account  and  the  debit  balance  of  Consignees 
are  the  record  of  incomplete  transactions.  As  long  as  the  sale  is  incomplete,  the  two 
accounts  should  be  left  undisturbed.  Consignment  Sales  must  not  be  included  in  the 
Profit  &  Loss  account,  since  no  sale  has  been  made.  The  goods  themselves  are  still  the 
property  of  the  shipper  and  should  therefore  be  Included  in  the  Inventory,  both  in  the 
Profit  &  Loss  account  and  in  the  Balance  Sheet.  As  Consignment  Sales  account  and  the 
Consignees'  account  offset  each  other,  there  is  no  necessity  of  including  either  in  the 
Balance  Sheet,  as  that  would  add  to  each  side  an  item  which  is  not  an  actual  asset  or 
liability.  If,  however,  any  freight  or  other  expense  has  been  charged  to  the  account 
of  the  consignees,  which  can  be  legitimately  considered  an  addition  to  the  value  of  the 
goods,  this  portion  of  the  consignees'  account  should  be  included  in  the  Balance  Sheet 
as  an  asset. 

Answer  to  Question  No.  12. 

Consignment  Sales  $140 

To  John  Brown,  Consignment  $140 

To  reverse  entry  recording  consignment,  as  the  machine  has  now  been  purchased  by 
John  xBrown. 

John  Brown  $185 

To  Sales  $185 

To  record  the  sale  of  the  machine  to  John  Brown,  terms  30  days  net. 

Answer  to  Question  No.  13. 

A  Controlling  Account  is  an  account  in  the  general  ledger  which  shows  in  total  the 
amounts  debited  or  credited  in  detail  to  a  subsidiary  ledger.  The  balance  of  the  Con- 
trolling Account  shows  in  one  amount  the  net  total  of  all  the  balances  on  the  subsid- 
iary ledger.  One  advantage  is  that  either  the  general  ledger  or  the  subsidiary  ledger 
can  be  balanced  independently  of  the  other.  In  this  way  an  error  can  be  localized  in 
the  ledger  in  which  it  occurred,  and  the  ledger  whose  accuracy  it  may  be  important  to 
prove  at  once  may  be  balanced  without  waiting  to  prove  the  other.  Another  is  that  a 
single  account  in  the  general  ledger  shows  the  amount  due  to  or  from  the  accounts  in 
the  subsidiary  ledger,  without  the  necessity  of  drawing  off  a  detailed  list  of  the  ac- 
counts on  that  ledger. 

Answer  to  Question  No.  14, 

(a)  The  cost  of  the  goods  should  be  included  in  the  debit  to  Merchandise  Purchases 
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ANSWERS  TO  QUIZ  QUESTIONS  CONT'D. 

and  added  to  the  Inventory,  in  those  cases  in  which  the  total  Purchases  and  the  Inven- 
tory are  shown  in  the  Profit  &  Loss  Account.  If  only  the  cost  of  the  Merchandise  sold 
or  consumed  is  shown,  no  attention  need  be  paid  to  them,  as  it  would  make  no  difference 
whether  they  were  included  or  not. 

(b)  In  the  Balance  Sheet  they  should  be  included  in  the  Inventory  and  the  corres- 
ponding liability  in  the  Accounts  Payable.  Otherwise  both  the  assets  and  liabilities 
would  be  understated. 

Answer  to  Question  No.  15. 

1st,  Pay  outside  creditors.  2nd,  Pay  loans  made  by  partners  to  the  business,  if 
any.  3rd,  Pay  the  partners*  capitals. 
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CHAPTER  22. 
LAUD  AMD  BUILDINGS. 

(1)  REAL  ESTATE,  DEFINITION.  Real  Estate  is  defined  as  immovable  property,  usual- 
ly confined  to  land  and  buildings  erected  thereon,  and  such  other  things  as  are  per- 
manently, attached  thereto.  Therefore,  as  the  term  Real  Estate  includes  the  buildings 
standing  on  the  land,  the  use  of  the  term  Real  Estate  and  Buildings  often  found  in 
balance  sheets,  involves  a  useless  repetition.  The  proper  expression  is  Land  and  Build- 
ings. 

(2)  NECESSITY  FOR  SEPARATE  ACCOUNTS.  It  is  important,  for  two  reasons,  that  the  t 
value  of  the  land  should  be  kept  separate  from  that  of  the  buildings,  one  account  being  > 
opened  with  Land  and  another  with  Buildings.  The  buildings  depreciate,  not  only  from 
use,  but  also  from  age,  while  land  does  not  depreciate  by  being  used.  The  market  val- 
ue of  the  land  may  change,  but  such  a  change  is  a  fluctuation,  and  may  represent  either 
an  increase  or  decrease  in  value.  Fluctuations  in  the  value  of  fixed  assets  are  not 
taken  account  of  in  ascertaining  the  profit  or  loss  of  a  business,  because  they  do  not 
arise  from  nor  affect  the  operation  of  the  business,  and  also  because  they  are  not  real- 
ized unless  the  asset  is  sold.  Depreciation  is  an  element  of  the  profit  and  loss,  be- 
cause it  arises  directly  from  the  operations  of  the  business,  and  is  a  necessary  expense 
of  carrying  it  on.  Unless  the  value  of  the  buildings  is  kept  separate  from  that  of  the 
land,  there  will  be  no  means  of  knowing  how  much  the  depreciation  should  amount  to. 

Another  reason  for  the  separation  of  the  accounts  is  that  buildings  are  insured, 
while  land  is  not.  Unless  the  value  of  the  buildings  is  expressly  stated,  the  books 
will  not  show  the  amount  of  insurance  which  should  be  carried,  due  consideration  being 
given  to  the  fact  that  some  parts  of  the  buildings,  such  as  foundations,  need  not  "be  in- 
sured. 

(3)  CARRYING  VALUE.  The  original  value  at  which  land  and  buildings  should  be  car- 
ried on  the  books  is  their  actual  cost.  This  includes,  in  the  case  of  land,  not  only 
the  purchase  price,  but  also  the  cost  of  surveying,  of  the  examination  of  title,  of  re- 
cording fees  and  other  legal  expenses  and  of  commissions.  If  the  purchase  includes 
buildings  already  on  the  land,  an  appraisal  must  be  made  of  the  buildings  in  order  that 
their  value  may  be  separately  stated.  If  new  buildings  are  erected  on  the  land,  the 
value  of  the  buildings  will  include  not  only  the  cost  of  construction,  but  also  the  in- 
surance during  the  time  of  construction,  any  interest  paid  on  money  borrowed  for  use  in 
construction,  and  any  other  expense  incident  to  the  construction,  until  the  building  is 
ready  for  occupancy.  After  the  building  is  finished,  any  ordinary  expenses  paid  in 
respect  to  it  are  in  the  nature  of  Repairs  and  Renewals.  As   the  effect  of  these  is  on- 
ly to  keep  the  building  In  its  original  condition,  as  far  as  possible,  they  do  not  add 
any  value  to  the  building,  but  must  be  charged  off  as  Expense  of  Maintenance.  If  any 
additions  are  made  to  the  building  itself,  or  any  improvements  are  added  to  it  which 
increase  its  value,  such  additions  and  improvements  are  legitimate  increases  of  the  cost 
of  the  building,  and  may  be  charged  directly  to  the  account  of  Buildings.  If  any  renew- 
als are  more  valuable  than  the  things  which  they  replace, the  excess  value  is  a  legiti- 
mate charge  to  the  cost  value  of  the  building.  In  this  connection,  the  necessity  of  a 
careful  distinction  between  capital  expenditures  and  revenue  expenditures  is  clearly 
seen. 
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(4)  REAL  ESTATE  MORTGAGES.  When  the  property  is  not  entirely  paid  for  in  cash,  hut 
a  mortgage  note  is  given  or  assumed  in  part  payment,  the  whole  value  of  the  property 
should  he  charged  as  an  asset,  and  Real  Estate  Mortgage  Payahle  should  he  set  up  as  a 
liability.  This  is  often  neglected,  and  only  the  actual  cash  paid  is  shown  as  the  as- 
set, leading  to  the  impression  that  this  is  all  the  property  is  worth,  and  making  a 
false  statement  by  omitting  to  show  a  liability.  The  mortgage  should  not  be  credited 
to  Notes  Payable  account,  because  it  is  of  a  different  character  from  a  note  given  in 
the  regular  course  of  business  and  because  it  is  a  fixed  liability. 

(5)  LEASEHOLDS.  When  land  is  not  owned  outright,  but  is  held  on  a  lease  running  a 
number  of  years,  any  buildings  erected  on  the  land  would  have  to  be  valued  from  year 
to  year  with  reference  to  the  terms  of  the  lease.  If  the  buildings  become  the  proper- 
ty of  the  owner  of  the  land  at  the  end  of  the  lease,  the  whole  value  of  the  buildings 
would  have  to  be  charged  off  as  an  expense  during  the  time  covered  by  the  lease.  If 
the  lease  covers  only  the  buildings,  any  alterations  or  improvements  made  by  the  ten- 
ant would  have  to  be  charged  off  during  the  life  of  the  lease,  as  the  tenant  would 
have  no  rights  in  such  alterations  or  improvements  after  the  expiration  of  the  lease. 

When  a  concern  purchases  the  rights  under  a  lease,  paying  the  owner  a  lump  sum  as 
a  premium,  the  amount  so  paid  can  be  carried  as  an  asset,  in  a  "Leasehold"  account. 
This  amount  i3  really  rent  paid  in  advance,  and  a  proportionate  part  of  it  should  be 
credited  each  year  to  Leasehold,  and  charged  to  Rent,  in  addition  to  the  amount  of 
rent  paid  in  accordance  with  the  terms  of  the  lease.  The  yearly  credits  to  Leasehold 
must  be  sufficient  to  extinguish  the  whole  amount  at  the  termination  of  the  lease. 

(6)  DONATED  LAND.  In  connection  with  land,  a  perplexing  question  arises  when  a 
factory  is  induced  to  locate  in  some  town  by  the  conditional  donation  of  a  building 
site.  The  conditions  usually  are  that  the  factory  shall  build  on  the  site  and  shall 
employ  an  average  of  a  certain  number  of  men  for  a  given  number  of  years.  No  title 
is  given  to  the  property  until  the  conditions  are  fulfilled.  As  the  factory  does  not 
own  anything  until  the  very  end  of  the  time,  the  land  cannot  be  put  on  the  books  until 
then.  It  does  not  even  gain  a  proportionate  amatmt  of  the  value  each  year,  as  there 

is  no  absolute  certainty  that  itinay  not  fail  to  carry  out  the  required  conditions  dur- 
ing the  very  last  year.  When  the  title  is  obtained,  the  value  of  the  property  may  be 
legitimately  charged  to  Land  account  and  credited  to  Surplus,  but  not  to  operating 
Profit  &  Loss. 

MACHINERY,  TOOLS  AND  EQUIPMENT. 

(7)  EXPRESSION  ON  THE  BOOKS.  In  a  very  large  business  there  may  be  a  number  of 
accounts  to  represent  the  investment  in  Machinery,  Tools  and  Equipment.  An  account 
may  be  kept  with  Boilers  &  Engines,  Steam  Machinery,  Dynamos  &  Electric  Machinery, 
Shafting  &  Pulleys,  Belting,  Heavy  Tools,  Perishable  Tools,  Sprinkler  System,  Fire 
Protection  and  any  other  classification  that  may  be  deemed  advisable.  In  a  smaller 
business  these  may  all  be  grouped  in  one  account,  or  separated  into  two  or  more.  In 
any  event,  arrangements  must  be  made  to  keep  track  of  the  cost  of  the  different  kinds 
of  articles,  not  only  for  the  purpose  of  knowing  their  value  in  case  of  loss  by  fire, 
but  because  of  the  different  rates  of  depreciation  that  will  have  to  be  allowed  for. 

(8)  CARRYING  VALUE.  The  cost  of  a  machine  or  any  other  asset  is  not  simply  the 
amount  which  is  paid  to  the  factory  that  made  It.  It  Includes  also  all  the  expense 
incurred  in  putting  it  in  place  and  bringing  it  into  a  condition  in  which  it  can  be 
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made  use  of.   If  a  manufacturer  in  Chicago  buys  a  machine  in  Erie,  Pa.,  the  first  cost 
is  the  amount  paid  to  the  maker  in  Erie.  To  this  must  he  added  the  freight  paid  to 
bring  it  to  Chicago,  the  cartage  to  bring  it  from  the  depot  to  the  factory,  the  labo 
necessary  to  set  it  up  in  place  and  any  expense  necessary  to  test  its  working  and  to 
adjust  it,  until  it  is  ready  to  turn  out  the  work  which  it  was  bought  to  perform.  The 
reason  is  because  the  machine  is  of  no  value  to  the  Chicago  business  while  it  is  in 
Erie,  or  at  the  depot,  or  even  on  the  floor  of  the  factory.  It  is  only  when  it  is  ready 
to  work  that  it  ha3  any  practical  value  at  all.  Therefore  the  expense  of  transportation 
and  installation  is  as  legitimate  a  part  of  the  cost  of  the  machine  as  the  original 
price  paid  for  it  to  the  maker. 

(9)  REPAIRS  AND  REPLACEMENTS.  All  the  fixed  assets  used  in  a  business  must  bo  main- 
tained, as  nearly  as  possible,  at  the  original  condition  of  efficiency.  To  do  this  it 
is  necessary  to  make  repairs  whenever  needed  and  to  replace  parts  that  break  or  wear 
out.  These  repairs  and  replacements  do  not  add  anything  to  the  value  of  the  asset,  they 
are  only  attempts  to  keep  the  value  the  same  as  it  was  at  first.  Therefore  they  must 
not  be  charged  to  the  asset  account,  but  to  a  Repairs  &  Replacement  account,  which  will 
eventually  bo  charged  to  Profit  &  Loss  as  part  of  the  expense  of  operating  the  business. 
This  is  reasonable  and  proper,  since  it  is  the  use  of  the  machine  in  carrying  on  the  op- 
erations of  the  business,  that  causes  the  wear  and  tear  calling  for  the  repairs  and  re- 
placement. If  an  entirely  new  machine  is  purchased,  it  is,  of  course,  charged  to  the 
account  of  Machinery,  as  additional  value  has  been  added  to  the  assets  of  the  business. 
For  the  3ame  reason,  if  an  old  machine  is  replaced  by  a  new  one  of  greator  value,  the 
excess  in  value  of  the  new  over  the  old  is  charged  to  Machinery  account,  while  the  val- 
ue of  the  old  one  is  charged  against  profits  as  an  expense  of  the  business.  This  charge 
against  profits  should  have  been  made  pro-rata  each  year  of  the  life  of  the  machine  a3 
will  be  seen  when  the  subject  of  Depreciation  is  considered.  It  is  important  that 
great  care  should  be  exercised  in  regard  to  these  matters,  if  a  proper  statement  is  to 
bo  made  of  the  operating  and  financial  condition  of  the  business. 


Copyright,  1912,  Charles  H.  Longer. 
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IHDEX  TO  GENERAL  LEDGER  ACCOUNTS. 

For  the  sake  of  uniformity  and  for  convenience  of  checking  papers,  the  student  is 
requested  to  open  the  new  General  accounts  on  the  following  pages.  It  must  "be  remem- 
bered that  in  the  usual  loose  leaf  ledger,  only  one  account  appears  on  a  sheet.  The 
ledgers  in  this  practice  sot  are  made  on  loose  sheets  entirely  for  the  purpose  of  a- 
voiding  the  handling  of  bulky  and  heavy  books,  and  are  arranged  with  more  than  one  ac- 
count on  a  shoet,  an  might  be  the  case  in  a  bound  book.  Use  those  sheets  in  oaoh  case 
\7hicn  aro  ruled  for  the  necessary  number  of  accounts* 
Page  1.  Capital  Stock,  Connon 

Capital  Stock,  Non-Cumulative  Preferred,  8$ 
Pago  2.  Capital  Stock,  Cumulative  Preferred,  6% 

Treasury  Stock 
Page  3.  Surplus 

Dividend 
Page  4.  Land 

Buildings 
Page  5.  Machinery,  Tools  £  Equipment 

Horses  &  Wagons 
Page  6.  Furniture  p:  Fixtures 

Patents 
Page  7.  Real  Estate  Mortgage 

Bonds,  First  Mortgage 

Sinking  Fund,  First  Mortgage  Bonds 
Page  8.  Notes  Receivable,  Stock  Subscriptions 

First  National  Bank 

Petty  Cash 
Page  9.  Notes  Receivable 
Page  10.  Accounts  Receivable 
Page  11.  Merchandise  Inventory 

Unexpired  Insurance 
Page  12.  Accrued  Accounts  Receivable 

Notes  Receivable  Discounted 
Pago  13.  Notes  Payable 
Page  14.  Accounts  Payable 
Page  15.  Accrued  Accounts  Payable 

Deferred  Charges  to  Operating 

Excelsior  Mfg.  Co.,  Consignment 
Page  16.  Discount  on  Bonds 

Fire  Loss 

Stock  Subscription 
Page  17.  Depreciation  Reserve-Buildings 

Depreciation  Reserve-Machinery,  Tools  &  Ecjuipmont 

Reserve  for  Doubtful  Acoounts 
Pago  18.  John  Adams,  Vendor 

William  Draper,  Vendor 

James  Burr 

Copyright,  1912,  Charles  H.  Langor. 
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Page  19.  Material  Purchases 

Hardware  Purchases 
Page  20.  Farm  Implement  Purchases 

Freight  &   Cartage  In 
Pa^e  21.  Productive  Labor 

lion-Productive  Labor 
Page  22.  Repairs  to  Machinery  and  Equipment 

Heat,  Light  &  Power 
Page  23.  Shop  Supplies 

Stable  Expense 
Page  24.  Miscellaneous  Factory  Expense 

(Leave  blank) 
Page  25.  Hardware  Sales 
Page  26.  Farm  Imploment  Sales 
Page  27.  Engine  Sales 
Pago  28.  Henry  Smart,  Special 
Page  29.  Hardware  Return  Sales  &  Allowances 

Farm  Implement  Return  Sales  &  Allowances 

Engine  Return  Sales  &  Allowances 
Page  30.  Salomon's  Salaries 

Salemen's  Traveling  Expense 

Advertising 
Page  31.  Freight  &  Cartage  Out 

Miscellaneous  Selling  Expense 

Office  Salaries 
Page  32.  Stationery  &  Printing 

Telegrams  &  Telephone 

Miscellaneous  Office  Expense 
Page  33.  Insurance  &  Taxes 

Interest 
Page  34.  Discount  on  Purohases 

Discount  on  Sales 
Page  35.  Bond  Interest 

Advances  to  Salesmen 

(Leave  blank) 
Page  36.  (Leave  blank) 
Page  37.  Manufacturing  Account 
Page  38.  Selling  Account 
Page  39.  Profit  &  Loss 
Page  40.   "      " 
Page  41.  Goodwill 

Enterprise  Manufacturing  Co. 
Page  42.  Enterprise  Manufacturing  Co. ,  Preferred  Stook 

Enterprise  Manufacturing  Co. ,  Common  Stock 


Copyright,  1912,  Charles '  H.  Langor. 
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OF-3'IHG  .ENTRIES  CE  ADAMS -DRAPER  CO- 
MAY  let,  1904 
JOURNAL  ENTRIES. 

Stock  Subscription  75,000.00 

Capital  Stock,  Cortnon  75,000.00 

Subscription  to  the  Capital  Stock  of  the  Adams -Draper  Co.  as  per  subscription  list 
as  follows: 


John  Adams , 

293 

shares  29,300 

Wni.   Draper, 

227 

"    22,700 

C.  H.  Burton, 

100 

10,000 

J,  W.  Walters, 

GO 

"     0,000 

A.  B.  Miller, 

50 

*•     5,000 
75 ,000 

(Note.  Post  individual 

subscriptions  to  St< 

Furniture  &  Fixtures 

Horsos  5;  Wagon  r 

Morchc  adiso  Inventory 

,  Hardware 

I-          i> 

,  Farm  Implements 

Notes  Receivable 

Peter  Boiler 

Duo 

May   1,   100.00 

ii     it 

ii 

June  1,   100.00 

C.  V.  Kasson 

tt 

June  6,  1,223.50 

H.  M.  Rov/o 

ti 

June  17,   453.64 

F.  R.  Mason 

n 

May  18,  1,848.50 

Jamos  Robinson 

it 

.Tune  20,  1,260.73 

C.  V.  Kasson 

•i 

June  25,   876.25 

393.00 
275.00 

2,060.74 
42,414.04 

5,867.62 


5,867.62 
Accounts  Receivable  7,934.60 

Unexpired  Insurance  191.66 

Petty  Cash  Fund  100.00 

First  National  Bank  3,801.37 

Notes  Payable  5,000.00 

(First  National  Bank — Payee) 
Accounts  Payable  1,6G4,30 

Excelsior  iifg.  Co.  -Consignment  16.00 

Notes  Receivable-Discounted  4,337.73 

F.  R.  Mason   Due  May  18,  1,848.50 
C.  V.  Kasson   "  Juno  6,  1,228.50 
James  Robinson  "  June  20,  1,260.73 
John  Adams,  Vendor  29,300.00 

Wm.  Draper,  "  22,700.00 

Purchase  of  the  business  of  Adams  and  Draper  as  per  agreement  of  sale,  see  minutea 
of  stockholders  meeting  May  1,  1904, 

(Note.  Post  individual  notes  of  Notes  Receivable  and  Notes  Receivable  Disoounted 

and  show  name  and  due  date.) 


Co-Dvritfht.  1912.  Charles  H.  Langor. 
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{Note.  Tho  Sales  &   Purchase  Ledgers  have  been  taken  over  by  the  corporation. 
The  Accounts  Receivable  and  Accounts  Payable  are  their  respective  controlling:  accounts.) 

John  Adams,  Vendor  29,300.00 

William  Draper,  Vendor  22,700.00 

Stock, Subscription  52,000.00 

This  entry  to  apply  credit  of  above  to  their  stock  subscription  account. 

Notes  Receivable  —  Stock  Subscription  5,000.00 

Stock  Subscription,  A.  B.  Miller  5,000,00 

A.  B.  Miller's  Demand  Note,  dated  May  1,  1904,  bearing  interest  at  6%  from. date, 
takon  in  payment  of  his  stook  subscription. 

CASH  BOOK  ENTRIES. 
There  would  appear  on  the  Receipts  side  of  the  Cashbook,  in  both  the  General  and 
the-  Bank  columns, tho  following  entries: 

Stock  Subscription,  C.  H.  Burton  10,000.00 

«       »      J.  W.  Walters  8,000,00 

ADAMS-DRAPER  COMPANY. 
BALANCE  SHEET,  MAY  1st,  1904. 


ASSETS. 

Furniture  &  Fixtures  393.00 

Horses  &  Wagons  275.00 

Merchandise  Inventory  44,474.78 
Notes  Rec,  on  Hand   1  ,'529 ..89 

■   Disc'd.   4,337.73  5,867.62 

Notes  Rec,  Stock  Subscription  5,000.00 

Accounts  Receivable  7,934.60 

Unexpired  Insurance  191.66 

First  National  Bank  21,801.37 

Petty  Cash  Fund  100.00 

86.038.03 


■LIABILITIES. 
Notes  Payable 
Accounts  Payable 
Excelsior  Mfg.  Co. 
Notee  Rec,  Discounted 
Canital  Stock 


5,000.00 

1,684.30 

16.00 

4,337.73 

75,000.00 


86.038.03 


Note.  The  Notes  Receivable,  Stock  Subscription,  must  not  be  charged  to  the  Kotes 
Receivable  account.  Notes  Receivable  are  always  understood  to  include  only  those  notes 
which  are  given  for  goods  bought,  unless  otherwise  designated.  Notes  given  by  officers, 
employees  and  stockholders  should  always  be  kept  in  a  separate  account.  See  Chapter  11. 


Copyright,  1912,  Charles  H.  Langer. 
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PROBLEM  No.  10. 

X  and  Y  enter  into  partnership  January  1,  1909,  X's  capital  "being  $20,000,  and  Y's 
$15,000.  Capital  is  to  bear  interest  at  10$  per  annum;  then  profits  are  to  "be  divided 
equally  between  the  partners.  After  charging  interest  on  capital,  the  profits  for  the 
firs"t  year  were  $6,000  and  for  the  second  year  $7,500,  and  the  drawings  of  the  partners 
for  the  first  year  were;  X  $1,500  and  Y  $1,200;  for  the  second  year  were;  X  $1,750  and 
Y  $1,500. 

At  the  end  of  the  second  year,  Z  was  admitted  to  partnership,  and  put  into  the  bus- 
iness in  cash  the  same  amount  of  capital  as  Y  had  in  the  business  at  that  time,  and  on 
the  same  conditions  as  to  interest  and  the  division  of  profits.  After  charging  inter- 
est on  capital,  the  profits  of  the  third  year  were  $12,000,  and  the  partners'  drawings 
were;  X  $1,750,  Y  $1,600  and  Z  $1,500. 

Construct  the  ledger  accounts  of  the  capital  of  each  of  the  partners  for  each  of 
the  throe  years,  ruling  off  each  account  each  year  and  bringing  down  the  balance  to  the 
next  year,  and  show  the  final  balance  brought  down  in  each  account.  In  the  absence  of 
instructions, interest  is  not  to  be  charged  on  drawings  of  the  partners. 

PROBLEM  No.  11. 

Mills  and  West  are  partners,  sharing  profits  and  losses  equally.  Mills'  capital 
is  $12,000  and  he  has  made  a  loan  to  the  business  of  $8,000.  West*s  capital  is  $3,000 
and  he  has  made  a  loan  to  the  business  of  $4,000.  They  agree  to  liquidate.  After  pay- 
ing off  all  the  outside  liabilities,  the  remaining  assets  are  sold  to  an  Assets  Reali- 
zation Company  for  $19,000  cash.  Set  up  separate  ledger  accounts  for  each  partners1 
capital  and  each  loan,  showing  the  distribution  of  the  $19,000. 


Copyright,  1912,  Charles  H.  Longer 
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CHAPTER  23. 
MANUFACTURING  ACCCJNTS. 

(1)  NECESSITY  OP  DETAILED  INFORMATION.   In  a  trading  business  confined  to  the  buy- 
ing of  merchandise  and  the  sale  of  the  sarao  goods  in  their  original  condition,  the  on- 
ly thing  necessary  is  to  ascertain  the  cost  of  the  goods  which  have  been  sold,  and  to 
arrive  at  the  price  realized  on  those  sold,  to  find  the  gross  profits.  By  charging  a- 
gainst  the  gross  profits  the  general  expenses  of  the  business,  the  net  profit  is  as- 
certained, as  has  already  been  shown.  In  a  manufacturing  enterprise  it  is  necessary 
to  obtain  very  much  more  information.  It  must  be  ascertained  how  much  raw  material 
goes  into  the  finished  product  and  how  much  it  costs  to  manufacture  it, in  order  that 
comparisons  may  be  made  between  one  year  and  another.  If  the  figures  show  an  excess- 
ive consumption  of  raw  material  in  proportion  to  the  product  turned  out  in  any  given 
year,  it  would  indicate  the  use  of  a  larger  quantity  of  material,  an  increase  in  its 
price,  or  the  waste  of  material  in  the  factory.  The  variation  in  the  proportion  of 
the  manufacturing  cost,  other  than  material  and  labor,  to  product,  would  show  whether 
changes  in  methods  of  manufacturing  had  resulted  as  a  whole  in  a  saving  of  cost,  or 
had  failed  to  do  so,  other  conditions  being  normal.  The  cost  of  selling  the  goods 
must  also  be  ascertained,  so  that  an  intelligent  idea  may  be  obtained  of  the  effect 

of  the  different  activities  in  the  selling  department.  Finally,  there  are  the  gener- 
al expenses,  not  directly  connected  with  either  the  manufacturing  or  the  selling  of 
the  goods,  and  also  extraneous  profits,  such  as  interest  received,  all  of  which  af- 
fect the  net  profits  and  must  be  kept  in  intelligent  shape,  if  a  full  conception  of 
the  course  of  the  entire  business  is  to  be  obtained. 

(2)  ADDITIONAL  ACCOUNTS  REQUIRED.  It  will  be  readily  seen  that  a  very  much  larg- 
er number  of  accounts  will  be  necessary  in  which  to  record  the  transactions  than 
would  be  needed  in  a  simple  trading  enterprise.  It  will  be  necessary  to  record  the 
purchase  of  raw  material,  the  payment  of  labor,  both  productive  and  non-productive, 
the  repairs  to  machinery  and  equipment,  the  expense  of  heat,  light  and  power,  of  shop 
supplies  and  of  miscellaneous  factory  expenses,  of  salesmen's  salaries  and  of  their 
traveling  expenses,  of  advertising  and  miscellaneous  selling  expense,  as  well  as  of 
the  general  expenses,  common  to  all  classes  of  business,  such  as  office  salaries, 
stationery  and  printing  and  so  on.  Since  a  number  of  accounts  are  now  necessitated 
that  do  not  represent  purchases,  the  Purchase  Register  becomes  inadequate,  even  if 
the  columns  in  it  are  largely  increased.  The  need  of  providing  a  book  which  will 
fill  all  the  functions  of  the  Purchase  Register  and  at  the  same  time  record  disburse- 
ments that  are  not  purchases,  has  led  to  the  adoption  of  what  is  known  as  a  Voucher 
Record,  in  connection  with  which  a  Voucher-Check  is  often  used. 

(3)  VOUCHER  RECORD.  The  Voucher  Record  is  a  book  ruled  in  columns  to  show  the 
Vouoher  Number,  Date,  Name,  Details  or  Description,  Date  Paid,  Accounts  Payable,  and 
Discount  on  Purchases,  followed  by  columns  headed  with  the  names  of  the  accounts  to 
which  the  items  included  in  the  voucher  are  to  be  charged.  When  a  vouchor  has  been 
properly  approved,  it  is  entered  in  the  record,  the  amount  of  the  voucher  being  en- 
tered in  the  Accounts  Payable  column,  either  for  the  net  amount,  with  net  amounts  in 
the  distributive  columns,  or  gross,  with  a  gross  distribution, or  net,  with  the  Cash 
Discount  entered  in  its  column,  and  a  distribution  of  the  gross  amount,  as  will  be 
explained  later.  The  details  of  the  items  covered  by  the  voucher  are  entered  on  the 

Copyrigrt,  1912,  Charles  H.  Langer 
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23  -  2. 
same  line  in  the  columns  of  the  disbursement  account  to  which  they  belong.  The  vouch- 
er is,  at  the  name  time  given  its  number  which  runs  consecutively.  At  the  end  of  the 
month,  the  total  of  the  Accounts  Payable  column,  or  the  total  of  that  column  and  the 
Discount  column,  as  the  case  may  be,  must  be  exactly  equal  to  the  sum  of  the  totals  of 
the  distributive  or  disbursement  columns.  The  total  of  each  of  the  disbursement  col- 
umns is  charged  to  the  account  represented  by  it,  except  one,  usually  the  last,  which 
is  a  Sundry  column  to  be  used  for  such  items  as  are  too  few  in  number  to  make  it  worth 
while  to  devote  a  whole  column  to  each  class  of  them.  Next  to  this  column  is  a  space 
in  which  to  write  the  name  of  the  account  to  which  each  item  is  to  bo  posted  and  a  fo- 
lio column  in  which  to  note  the  ledger  page  of  the  account.  Thus,  all  the  debits  in 
the  record  are  accounted  for.  The  credits  in  the  Accounts  Payable  column  may  be  treat- 
ed in  either  of  two  ways.  They  may  be  posted  separately  to  the  individual  accounts  of 
the  creditors,  but  to  do  this  it  would  be  necessary  to  open  many  fictitious  accounts, 
such  as  Pay  Rolls  Payable,  etc.  Therefore  when  the  Voucher  System  is  adopted  the  prac- 
tice of  keeping  an  account  with  each  separate  creditor  is  almost  always  abandoned  and 
the  total  of  the  Accounts  Payable  column  is  posted  as  one  item  to  the  credit  of  the  Ac- 
counts Payable  account  in  the  general  ledger  which  is  a  Controlling  account  of  the  i- 
tems  in  the  Voucher  Record.  At  the  end  of  the  month  the  total  of  the  Accounts  Payable 
column  on  the  credit,  or  disbursement,  side  of  the  cashbook  is  posted  to  the  debit  of 
the  account.  When  the  totals  of  the  debit  and  credit  columns  of  the  journal  are  posted 
to  this  account,  the  balance  of  the  account  will  be  the  amount  of  the  unpaid  accounts 
payable  at  that  time. 

(4)  VOUCHERS.  A  voucher  is  a  written  document  which  evidences  the  correctness  of 
an  account.  Under  this  definition  an  ordinary  bill  or  other  evidence  of  undebtedness 
would  be  properly  called  a  voucher.  The  use  of  the  word  voucher  in  connection  with 
what  is  known  as  a  Voucher  System,  implies  a  document  that  is  more  formal  in  character. 
It  consists  of  a  form  or  blank,  ruled  to  show  the  name  and  address  of  the  creditor, 
with  sufficient  details  in  regard  to  the  account,  such  as  number  of  the  voucher,  date, 
character  of  the  account,  and  amount,  as  to  allow  of  easy  identification  with  the  orig- 
inal invoice  or  other  evidence  of  indebtedness.  Space  for  the  distribution  of  the  i- 
tems  covered  by  the  voucher  may  be  provided  on  the  voucher  itself,  or  the  distribution 
may  be  made  only  in  the  Voucher  Record,  depending  upon  the  nature  of  the  office  organ- 
ization. Spaces  should  be  provided  for  the  verification  of  the  correctness  of  the  ac- 
count by  the  person  in  charge  of  the  accounting  department,  and  for  the  final  approval 
of  the  properly  authorized  person.  Up  to  a  comparatively  recent  time,  the  universal 
custom  was  to  print  at  the  bottom  of  the  voucher  a  form  of  receipt  for  the  payment 
called  for  by  the  voucher.  This  payment  was  made  by  an  ordinary  check,  which  was  en- 
closed with  the  voucher  and  sent  to  the  payee,  who  was  expected  to  receipt  and  return 
the  voucher.  It  was  necessary  to  keep  track  of  the  vouchers  that  had  been  sent  out,  and 
if  they  were  not  promptly  returned,  letters  had  to  be  written  to  the  payees  requesting 
the  return  of  the  vouchers.  While  this  method  is  still  adhered  to  by  some  concerns,  it 
has  largely  been  superseded  by  the  use  of  what  is  known  as  a  Voucher-Check. 

(5)  VOUCHER-CHECKS.  The  essential  features  of  a  voucher-check  are  that  it  shall 
include  a  statement  of  the  account,  a  form  of  bank  check,  and  an  acknowledgment  by  the 
payee  that  his  endorsement  constitutes  a  receipt  in  full  of  the  account  as  stated. 
There  are  several  forms  of  voucher-checks.  One  of  the  most  common  forms  is  twice  the 
size  of  an  ordinary  bank  check.  On  one  side  is  printed  a  form  of  voucher  similar  to 
the  ordinary  voucher  already  described.  It  is  then  folded  lengthwise,  with  the  state- 
Copyright,  1912,  Charles  H.  Langer 
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23-3. 
ment  form  inside.  An  ordinary  form  of  "bank  check,  with  the  same  number  as  the  vouch- 
er, is  printed  on  one  of  the  folds,  in  such  a  position  that  when  the  voucher  is  opened, 
the  statement  form  will  be  right  side  up.  At  the  top  of  the  other  fold  is  printed 
somo  such  phrase  as;  "By  the  endorsement  of  this  voucher- check,  the  payee  acknowledges 
payment  in  full  settlement,  as  stated  within.  No  other  receipt  is  necessary".  En- 
dorsements  are  made  below  this  phrase,  as  on  an  ordinary  check.  Since  the  endorsement 
constitutes  a  receipt,  it  is  not  necessary  to  have  the  receipt  form  under  the  state- 
ment, as  was  the  custom  when  payment  was  made  by  an  independent  chock. 

Sometimes,  a  voucher-check  is  made  the  same  size  as  an  ordinary  check,  with  a 
condensed  statement  form,  either  on  the  left  hand  end  of  the  check,  or  on  the  back  of 
the  check  above. the  endorsement.  Owing  to  the  limited  space  available  on  such  a  vouch- 
er-check, this  form  is  not  a  convenient  one  when  many  details  enter  into  the  statement 
of  the  account. 

(6)  PAYMENT  OP  VOUCHERS.  When  a  voucher-check  is  ready  to  be  paid,  the  check  form 
on  it  is  filled  out  with  the  net  amount,  less  cash  discount,  and  an  entry  made  in  the 
cashbook,  which  in  addition  to  the  name  and  address  of  the  payee,  gives  the  number  of 
the  voucher.  Prom  the  cashbook,  the  fact  that  the  voucher  has  been  paid  is  posted  to 
the  voucher  record  by  entering  the  date  of  its  payment  in  the  "Date  Paid"  column.  As 
all  the  vouchers  issued  have  been  credited  to  Accounts  Payable  and  as  all  those  paid 
are  indicated  by  the  entry  in  the  Date  Paid  column  of  the  record,  it  follows  that  the 
total  of  the  items  not  thus  marked  paid  must  be  equal  to  the  balance  of  the  Accounts 
Payable  account  on  the  general  ledger.  The  voucher  record  thus  becomes  a  subsidiary 
ledger  as  well  as  an  accounts  payable  journal.  In  order  to  refer  to  invoices  bought 
from  any  particular  person,  an  index  should  be  made  containing  the  names  of  all  cred- 
itors and  the  number  of  the  voucher  issued  to  each  should  be  posted  to  his  name. 

Sometimes  the  voucher,  when  ready  for  payment,  is  given  a  second  number  called 
the  Treasurer's  number.  The  treasurer's  numbers  are  consecutive  on  the  cashbook,  as 
would  bo  the  case  with  ordinary  checks.  When  this  is  done  ,  the  Treasurer's  number 
is  inserted  in  the  "Date  Paid"  column  on  the  record  in  place  of  the  date.  This  is  a 
convenient  method  when  there  are  a  large  number  of  vouchers,  as  the  payment  of  the 
voucher  can  bo  more  easily  located  than  would  be  the  case  if  a  large  number  of  vouch- 
ers were  paid  in  one  day,  with  no  clue  to  their  location,  except  the  date  on  which 
they  were  paid. 

After  the  vouchers  are  entered  in  the  Voucher  -Reoord  they  are  kept  in  an  appro- 
priate file  by  the  treasurer  until  he  is  ready  to  pay  them.  If  any  of  them  are  sub- 
ject to  cash  discount,  they  should  be  filed  with  reference  to  the  discount  date,  so 
that  they  will  not  be  overlooked.  The  others  can  be  filed  alphabetically  or  numer- 
ically, as  the  treasurer  wishes. 

(7)  CLOSING  PURCHASE  LEDGER.  In  transferring  from  the  system  in  which  individual 
accounts  are  kept  with  creditors  on  a  Purchase  Ledger  to  the  Voucher  Record  system  in 
which  no  individual  accounts  are  kept  with  creditors,  the  balances  due  the  creditors 
should  be  entered  in  detail  on  the  voucher  recdrd.  The  total  of  these  balances  should 
be  entered  in  the  distributive  column  of  Sundries,  with  the  name  Accounts  Payable  in 
the  Account  column,  and  posted  at  once  to  the  debit  of  the  controlling  account  of  Ac- 
counts Payable  on  the  general  ledger.  Each  account  on  the  Purchase  Ledger  should  be 
closed  by  a  debit  entry  of  the  balance  transferred  to  the  Voucher  Record,  with  a  no- 
tation in  the  Remarks  column,  "Transfer  to  V.  R."  While  the  liability  thus  disap- 
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pears  from  the  purchase  ledger  and  from  the  controlling  account,  it  at  once  re-appears 
In  the  Voucher  Record  and  will  be  posted  to  the  credit  of  the  controlling  account  a- 
gain  at  the  end  of  the  month,  as  it  will  form  part  of  the  total  credit  from  the  vouch- 
er record. 

(8)  RECORDING  VOUCHERS.  Two  different  methods  are  used  in  recording  the  amount  of 
a  voucher  in  the  Voucher  Record.  The  difference  results  from  two  different  views  as 
to  the-  nature  of  cash  discount.  One  of  these  views  is  that  cash  discount  is  a  reduc- 
tion in  the  price  of  the  goods  bought.  The  other  is  that  the  goods  cost  the  gross 
price  and  that  cash  discount  is  in  the  nature  of  interost  gained  by  paying  an  account 
before  it  is  really  due.  Both  these  views  have  good  arguments  in  their  favor,  as  will 
be  seen  when  the  subject  is  discussed  at  length  in  Chapter  No.  29. 

(9)  TREATMENT  WREN  CASH  DISCOUNT  IS  CONSIDERED  AS  REDUCTION  OP  PRICE.  When  Dis- 
count on  Purchases  is  considered  as  a  reduction  in  the  price  of  the  goods  bought,  the 
vouchers  are  made  up  net,  with  the  cash  discount  deducted,  the  net  amount  is  entered 
in  the  Accounts  Payable  column  and  charged  in  the  distribution  column  to  which  the  i- 
tem  belongs.  Should  the  cash  discount  not  be  taken,  after  the  voucher  has  been  made 
out  and  entered,  an  additional  entry  may  be  made  in  the  voucher  record,  crediting  Ac- 
counts Payable  and  debiting  the  account  originally  charged,  for  the  amount  of  the  cash 
discount.  It  is  not  necessary  to  make  another  voucher,  but  a  notation  must  bo  made 
referring  to  the  previous  voucher  to  explain  the  entry.  Another  voucher  may  be  made 
if  desired,  with  reference  to  the  original  voucher  as  before.  As  the  not  amount  of 
the  invoice  is  credited  to  Accounts  Payable  by  this  method,  the  net  amount  must  also 
be  entered  in  the  Accounts  Payable  column  in  the  cashbook  when  the  voucher  is  paid. 

As  the  net  amount  is  charged  in  the  columns  recording  the  purchase  of  material  or  oth- 
er goods  appearing  in  the  inventory,  the  price  at  which  they  are  inventoried  at  the 
end  of  a  fiscal  period  must  also  be  not,  less  cash  discount. 

(10)  TREATMENT  WHEN  CASH  DISCOUNT  IS  CONSIDERED  AN  EARNING  OF  ADMINISTRATIVE  DE- 
PARTMENT. First  method.  When  Cash  Discount  is  considered  an  earning  of  the  adminis- 
tration or  capital,  there  are  two  ways  of  treating  the  entries.  In  one, the  discount  is 
not  recorded  until  the  voucher  is  ready  for  payment.  The  voucher  is  made  up  in  the 
usual  way,  showing  the  gross  amount  of  the  purchase,  and  is  entered  on  the  voucher 
record,  crediting  Accounts  Payable  and  charging  the  account  to  bo  debited  with  the 
full  amount.  Should  the  voucher  be  paid  in  time  to  allow  of  the  cash  discount,  the 
deduction  of  the  discount  is  shown  on  the- voucher,  and  the  check  part  of  the  voucher 
is  filled  in  for  the  net  amount.  The  entry  in  the  cashbook  would  then  be  a  debit  to 
Accounts  Payable  for  the  full  amount,  a  credit  to  Discount  on  Purchases  for  the  dis- 
count and  a  crodit  to  the  bank  for  the  not  amount  of  the  check.  When  the  payment  of 
the  voucher  is  noted  in  the  Date  Paid  column,  the  discount  should  be  entered  in  the 
Discount  on  Purchases  column,  but  only  as  a  Memorandum,  as  this  column  in  the  vouch- 
er register  is  now  not  posted  to  the  general  ledger.  Under  this  method  it  would  be 
necessary  to  use  the  Treasurer's  check  number,  which  would  be  entered  in  the  cash- 
book  in  addition  to  the  voucher  number.  The  bank  account  would  then  be  reconciled 
from  the  figures  on  the  cashbook.  However,  if  the  voucher  record  is  provided  with 
another  column  for  "Amount  Paid"  the  net  amount  would  be  entered  in  it  from  the  cash- 
book,  and  the  barJ:  account  could  then  bo  reconciled  from  tho  vouchor  record,  by  the 
U3e  of  this  column  and  the  voucher  numbers,  doing  away  with  the  necessity  for  the 
treaoui'er's  number.  It  would  be  very  difficult  to  reconcile  the  bank  account  from 
the  cashbook,  without  the  use  of  the  treasurer's  number,  as  the  voucher  numbers  would 
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not  be  consecutive  in  that  book,  as  they  are  In  the  voucher  record* 

Second  Method.  Under  the  second  method  the  voucher  is  made  up  with  the  discount 
deducted  and  the  net  amount  filled  in  the  check.  The  entry  on  the  voucher  record  would 
he  a  credit  to  Accounts  Payable  of  the  net  amount,  a  credit  to  Discount  on  Purchases  of 
the  discount  and  a  debit  to  the  account  to  be  charged  of  the  full  amount  of  the  goods 
purchased.  This  presupposes  that  the  voucher  will  be  paid  in  time  to  secure  the  dis- 
count. If  a  voucher  should  not  be  paid  in  time,  an  additional  voucher  should  be  made 
as  in  the  similar  case  previously  described.  When  a  voucher  is  paid  an  entry  is  made 
debiting  Accounts  Payable  and  crediting  the  bank  for  the  net  amount  of  the  voucher 
check.  Discount  on  Purchases  is  credited  with  the  total  of  that  column  on  the  voucher 
record  at  the  end  of  the  month,  and  there  is  therefore  no  necessity  for  a  Discount 
column  in  the  oashbook.  The  bank  account  can  be  reconciled  from  the  voucher  record, 
and  there  is  no  need  of  a  treasurer's  number.  As  the  discount  is  entered  on  the  vouch- 
er record  at  the  time  the  voucher  is  made  and  the  total  of  the  column  is  credited  to 
Discount  on  Purchases,  it  follows  that  this  account  has  credit  at  the  end  of  the  month 
for  the  discount  on  the  unpaid  vouchers.  On  the  theory  that  the  discount  belongs  in 
the  period  in  which  it  is  actually  realized,  this  account  would  have  too  much  credit 
in  it  at  the  end  of  a  fiscal  period  by  the  amount  of  the  discount  on  the  unpaid  vouch- 
ers. In  closing  the  books,  this  condition  can  be  remedied  by  making  an  entry  debiting 
the  excess  discount  to  Discount  on  Purchases  and  crediting  Accounts  Payable.  This  en- 
try should  be  reversed  at  the  beginning  of  the  next  fiscal  period,  and  in  that  way  the 
proper  period  would  receive  credit  for  the  discount  earned. 

(11)  PARTIAL  PAYMENTS  ON  VOUCHERS.  The  Voucher  System  implies  the  payment  of  each 
voucher  in  full.  If  the  concern  is  not  in  a  position  to  pay  some  voucher  in  full,  and 
wishes  to  make  a  partial  payment  on  it,  It  will  be  necessary  to  cancel  the  original 
voucher,  and  to  make  two  new  ones,  one  for  the  amount  desired  to  be  paid,  and  another 
for  the  unpaid  portion.  As  these  two  new  vouchers  are  issued  in  payment  of  the  origi- 
nal voucher,  the  amount  of  the  two  new  vouchers  should  be  charged  in  the  Sundry  column 
to  "Accounts  Payable"  with  a  reference  to  the  number  of  the  original  voucher,  and  the 
original  voucher  should  be  marked  paid,  with  a  reference  to  the  numbers  of  the  two 
new  vouchers. 

If  the  business  is  in  the  habit  of  making  many  partial  payments,  the  complete  use 
of  the  Voucher  System  may  have  to  be  abandoned,  and  a  return  may  have  to  be  made  to 
the  method  of  paying  vouchers  with  independent  checks.  The  partial  payments  may  then 
be  noted  opposite  the  vouchers  to  which  they  apply,  the  unpaid  balance  being  carried 
as  outstanding. 
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VOUCHER-CHECK   No. 


BY  THE  ENDORSEMENT  OF  THIS  VOUCHER-CHECK 
THE  PAYEE  ACKNOWLEDGES  PAYMENT  IN  FULL 
SETTLEMENT  AS   STATED   WITHIN. 


MAKE   ALL    ENDORSEMENTS   HERE 
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UlARY  OF  EVENTS. 

The  first  step  in  opening  the  Voucher  Record  is  to  transfer  to  it  the  accounts  pay- 
able now  on  the  books.  The  entry  for  the  Yale  &  Towne  Mfg.  Co.  would  he: 

Vch.  No.    Date       Name  Detail      A/cs  Pay        Sundry  A/cs. 

1     May  2    Yale  &  Towne  Mfg.  Co..  Par.  Led.  Bal.    256,80    A/cs  Pay.  256.80 

with  a  similar  treatment  of  the  other  account.  The  amounts  in  the  Sundry  column  would 
he  at  once  posted  to  the  debit  of  the  controlling  account  of  Accounts  Payable  on  page 
14  of  the  general  ledger.  This  account  will  be  temporarily  closed,  but  will  be  re-opened 
at  the  end  of  the  month,  by  having  posted  to  it  the  total  of  the  Accounts  Payable  column 
of  the  voucher  record.  The  amounts  in  the  Sundry  column  must  also  be  posted  to  the  deb- 
its of  the  respective  accounts  in  the  Purchase  Ledger,  closing  them,  showing  transfer  to 
Voucher  Record.  This  will  necessitate  two  page  numbers  in  the  folio  column  of  the  Vouch- 
er Record. 

May  2,  1904.  The  company  received  a  written  proposition  from  James  Burr,  offering 
to  sell  it  a  factory  site  and  building,  with  boilers  and  engine,  for  the  sum  of  #27,500, 
payable  $15,000  cash,  and  the  balance  in  a  first  mortgage  note  payable  on  or  before  five 
years,  with  interest  at  five  per  cent  per  annum,  payable  semi-annually  from  May  1.  The 
directors  met  and  accepted  the  proposition.  The  appraisal  of  the  property  was,  Land, 
#5,000,  Building  $20,000  and  Machinery  $2,500.  Make  journal  entry,  charging  the  proper 
accounts  and  crediting  Real  Estate  Mortgage  and  James  Burr  respectively.  The  cash  was 
paid  by  a  voucher  made  to  James  Burr,  his  account  being  charged  in  the  Sundry  column  of 
the  voucher  record.  Peter  Boiler  paid  his  note  due  this  day.  R.  Roberts  paid  his  ao- 
count,  less  $13.05  discount. 

May  3.  In  order  to  put  the  factory  in  condition  to  meet  their  needs,  certain  ad- 
ditions and  improvements  were  made  to  the  building  by  a  contractor,  John  Griffiths. 
His  bill  amounted  to  $1,500,  payable  thirty  days  from  date.  The  proper  voucher  was  made 
out  and  entered  on  the  voucher  record.  Joseph  Duncan  paid  his  account  less  $10*57  dis- 
count. Sold  H.  Burt  $78.25  Hardware,  and  C.  H.  Murray  $112.50  Hardware. 

May  4.  R.  L.  Long  paid  his  bill  of  April  7  $218.40,  H.  Burt  paid  his  invoice  of  A- 
pril  5  $68.25.  Received  a  lot  of  machinery  from  the  Atlas  Mach'y  Co.  invoiced  at  $3,000, 
terms  net  30  days.  Note.  In  all  cases  of  purchases,  or  other  indebtedness  incurred, the 
proper  voucher  is  supposed  to  have  been  made,  and  the  entry  must  be  made  on  the  voucher 
record,  at  once. 

May  5.  Paid  C.  &  H.  W.  R.  R.  Co.  $174.80  freight  on  machinery  received  May  4.  In- 
sured the  building  and  machinery  and  received  bill  from  J.  H.  Lenehan  for  $480,  for  one 
year's  insurance  from  May  1.  James  Franklin  paid  his  account,  less  $22.57  discount. 
Bought  from  Inland  Foundry  Co.,  raw  material  for  $2,350,  terms  2%t   10  days,  net  30.  It 
being  the  intention  to  take  advantage  of  all  discounts,  the  method  of  entering  purchases 
on  which  cash  discount  is  allowed  will  be  to  enter  the  net  amount  of  the  voucher  in  the 
Accounts  Payable  column  and  the  cash  discount  in  the  column  of  Discount  on  Purchases, 
with  the  gross  amount  distributed  to  the  accounts  to  be  charged.  This  bill  should  be 
entered  as  $2,303.00  in  the  Accounts  Payable  column,  $47,  in  the  Discount  column,  and 
$2,350.00  in  the  Material  column.  Paid  City  Transfer  Co.  $27.50  for  cartage  on  the  ma- 
chinery ,  by  voucher-check  to  their  order. 

Copyright,  1912,  Charles  H.  Longer 
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May  6.  Bought  of  Hibbard  &  Co.  tools  for  factory,  $625.00  and  shop  supplies  $87.50, 
terras  Z%,   10  days,  net  30.  Bought  of  Mercantile  Hardware  Co.  bill  of  hardware  $2,275, 
terms  2%  10  days,  net  30.  Sold  James  Franklin  farm  implements  $1,346.50,  terms  2$  10 
days,  net  30. 

May  7.  Paid  by  voucher-check  to  Currency  $65.00,  of  which  $40.00  was  for  Salesmen's 
Salaries  and  $25.00  for  Office  Salaries.  Cash  sales  for  the  week  were  $653.80  for  Hard- 
ware and  $326.40  for  Farm  Implements.  J.  Kelson  paid  his  account  less  $12.98  discount. 
Sold  James  Robinson  $1,632.50  and  Joseph  Cooper  $1,475.00,  both  being  for  Pferm  Imple- 
ments, terms  2%t   10  days,  net  30.  Sold  Peter  Boiler  $168.25  and  H.  M.  Rowe  $142. 65, both 
being  for  Hardware,  net  30  days. 

May  9.  H.  Ellis  paid  his  account  less  $13,65  discount  and  Prank  Peterson,  less 
$16.55  discount. 

May  10.  H.  Smart,  having  nearly  exhausted  his  petty  cash  fund,  presented  a  statement 
showing  the  following  disbursements:  Telegrams  $4.20,  Stationery  &  Printing  $16.45,  Mis- 
cellaneous Office  Expense  $13.80,  Shop  Supplies  $37.90,  Miscellaneous  Factory  Expense 
$8.40,  Stable  Expense  $7.25  and  Advertising  $5,40,  and  a  voucher-check  was  issued  to  him 
to  cover  it. 
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SOLUTION.  PROBLEM  No,  10. 


X.  CAPITAL  ACCOUNT, 


Dec.  31,  1909  Drawings  for  year  1,500   Jan»y  1,  1909  Investment  20,000 

it    ii    H  Balance  down     23,500   Dec.  31,  1909  Interest  on  capital    2,000 

______       "    "    "  Profits,  1/2 


25,000 


3,000 


25,000 


Dec.  31,  1910  Drawings  for  year  1,750   Jan'y  1,  1910  Balance  down        23,500 
ii    ii    »  Balance  down     27,850   Dec.  31,  1910  Interest  on  capital    2,350 

"    "    ■  Profits,  1/2         3.750 


29,600 


29,600 


Dec.  31,  1911  Drawings  for  year  1,750.   Jan'y  1,  1911  Balance  down        27,850 
"    »    "  Balance  down     32,885   Dec.  31,  1911  Interest  on  capital    2,785 


34,635 


"  Profits,  1/3 


Jan'y  1,  1912  Balance  down 


4,000 


34,635 
32,885 


Y.  CAPITAL  ACCOUNT. 


Dec.  31,  1909  Drawings  for  year  1,200  Jan'y  1,  1909  Investment 

"    "    »  Balance  down     18,300  Dec.  31,  1909  Interest  on  capital 

"    •»  ■  Profits,  1/2 

19-,  500 


Dec.  31,  1910  Drawings  for  year  1,500   Jan'y  1,  1910  Balance  down 
"    "    "  Balance  down     22,380   Dec.  31,  1910  Interest  on  capital 

it    it    .i  profitg  1/2 


23,880 


28,618 


Jan'y  1,  1912  Balance  down 


15,000 
1,500 
3,000 

19,500 

18,300 
1,830 
3,750 

23,880 


Dec.  31,  1911  Drawings  for  year  1,600   Jan'y  1,  1911  Balance  down        22,380 
"    "    "  Balance  down     27.018   Dec.  31,  1911  Interest  on  capital    2,238 

"    ■    "  Profits,  1/3         4.000 


28,618 
27,018" 


Z,  CAPITAL  ACCOUNT. 

Dec.  31,  1911  Drawings  for  year  if500   Jan'y  1,  1911  Investment  22,380 

it    ••    '»  Balance  down     27,118   Dec.  31,  1911  Interest  on  capital  2,238 

»    »    »  Profits,  1/3  4,000 


28.618 


Jan'y  1,  1912  Balance  down 


28,618 
27,118 
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SOLUTION.  PROBLEM  No.  11. 

The  rule  given  for  the  liquidation  of  a  partnership  is  to  pay  off  all  outside  lia- 
bilities first,  then  to  pay  loans  made  by  the  partners  to  the  business,  and  lastly  to 
pay  the  capital,  after  the  losses  have  been  ascertained  and  charged  at  the  agreed  rate 
to  the  capital  accounts  of  the  partners.  To  avoid  the  risk  of  overpaying  any  of  the 
partners,  no  payments  should  be  made  on  the  loans,  as  long  as  there  is  any  danger  of 
the  losses  being  so  great  as  to  more  than  extinguish  the  capital  of  either  partner  and 
leave  him  in  debt  to  the  business. 

As  the  total  credit  balances  in  the  capital  and  loan  accounts  amounted  to  #27,000, 
that  must  have  been  the  nominal  or  book  value  of  the  remaining  assets,  after  the  cred- 
itors were  paid.  Selling  them  for  $19,000  involved  a  loss  of  $8,000,  one-half  of  which 
is  to  be  charged  to  each  partner.  Charging  the  capital  account  of  West  with  $4,000 
will  cause  it  to  show  a  debit  balance  of  $1,000.  Mills  would  undoubtedly  have  the 
right  to  require  that  West  should  make  good  his  overdraft  in  his  capital  account  by  a 
transfer  from  his  loan  account,  before  paying  off  the  loan,  in  spite  of  the  rule  that 
loans  from  partners  have  precedence  over  capital.  There  would  be  no  sense  in  paying 
West  the  whole  of  his  loan  and  then  collecting  from  him  the  deficit  in  his  capital,  ev- 
en if  there  were  no  risk  that  he  might  refuse  to  pay  the  deficit  and  be  able  to  prevent 
its  collection.  Therefore,  the  ledger  accounts  would  be  as  follows: 

MILLS,  CAPITAL. 

12,000 


L03S,  l/2 

4 , 000    Inves  tment 

Cash 

8,000 
12,000 

BULLS.  LOAN. 

Cash 

8,000    Balance 
WEST,  CAPITAL. 

Loss,  1/2 

4,000    Investment 

Transfer  from  Loan 

4,000 

WEST,  LOAN. 

Transfer  to 

Capital 

1,000    Balance 

Cash 

3,000 
4,000 

12,000 


8,000 


3,000 
1,000 
4,000 


4,000 


4,000 
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CHAPTER  24. 
MANUFACTURING  COST  AND  EXPENSE. 

(1)  ELEMENTS  OP  COST.  In  ascertaining  what  it  costs  to  manufacture  the  articles 
produced  in  a  factory,  it  is  necessary  to  take  into  consideration  all  the  elements 
which  in  any  way  contribute  to  the  expense  of  bringing  them  into  a  condition  in  which 
they  are  ready  for  sale.  These  elements  naturally  group  themselves  into  three  general 
divisions;  Raw  Material;  Labor;  and  Factory  Expense. 

(2)  RAW  MATERIAL.  The  broad  definition  of  Raw  Material  is  anything,  which  is 
still  in  the  original  condition  in  which  it  came  into  the  factory,  which  will  eventu- 
ally form  part  of  its  finished  product,  and  on  which  no  work  has  yet  been  done  in  that 
factory.  Under  this  definition  an  article  would  be  called  raw  material  which  eventu- 
ally becomes  part  of  the  finished  product  while  still  in  its  original  condition,  no 
change  having  been  made  in  it.  In  this  sense,  locks,  casters  and  metal  pulls  would  be 
raw  material  to  a  factory  making  office  furniture.  In  a  more  restricted  sense,  Raw 
Material  means  any  material  which,  before  it  enters  into  the  finished  product,  must 
pass  through  processes  which  change  its  condition  to  a  greater  or  less  extent.  These 
processes  may  entirely  change  the  nature  of  the  material,  or  may  merely  bring  about  a 
change  in  its  form.  An  example  of  the  first  process  Is  the  change  from  the  raw  mater- 
ial of  pig-iron  to  the  finished  product  of  steel  rails  in  a  rolling  mill.  An  example 
of  the  second  process  is  the  change  in  form  from  lumber  to  a  finished  desk.  If  the 
term  Raw  Material  is  used  in  the  restricted  sense,  it  is  necessary  to  adopt  an  appro- 
priate term  to  describe  those  articles  which  enter  without  change  into  the  finished 
product.  They  may  be  called  Finished  Material  Bought,  or  sorao  other  name  which  will 
clearly  designate  the  fact  that  no  change  is  made  in  them  to  fit  them  for  the  place 

in  the  finished  product  for  which  they  are  designed. 

The  finished  product  of  one  factory  may  be  the  raw  material  for  another.  Pig- 
iron  is  the  finished  product  of  a  smelting  furnace,  and  the  raw  material  of  a  rolling 
mill. 

As  a  part  of  the  raw  material  cost,  there  must  be  included  not  only  those  arti- 
cles which  eventually  form  constituent  parts  of  the  finished  product,  but  also  those 
articles  which  are  essential  to  bringing  the  product  into  the  condition  in  which  it 
is  to  bo  sold.  TThen  the  nature  of  the  product  is  such  that  it  is  sold  in  certain 
packages,  or  that  it  must  be  boxed  or  crated,  the  cost  of  the  cases,  crates,  cartons 
or  other  packages  is  included  as  part  of  the  raw  material  cost.  This  cost  is  often 
carried  in  a  separate  account  as  Packages  and  Packing  Material, 

(3)  LABOR.  Labor  is  usually  divided  into  two  classes;  Productive  or  Direct,  and 
Non-Productive  or  Indirect,  Productive  labor  is  that  which  is  employed  directly  on 
the  raw  material;  that  which  adds  value  to  the  raw  material  in  the  process  of  becom- 
ing finished  product  and  which  is  directly  chargeable  to  the  cost  of  some  specific 
article  or  class  of  articles.  Non-productive  labor  is  that  which  cannot  be  specif *- 
ically  applied  to  the  cost  of  any  article  or  process,  that  is,  which  does  not  enter 
directly  into  the  finished  product.  In  this  class  are  placed  engineers,  firemen, 
watchmen,  hustlers,  timekeepers,  superintendents  and  foremen,  except  in  small  factor- 
ies, where  the  foremen  often  do  direct  work.  Time  lost  by  enforced  idleness  on  the 
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part  of  men  who  are  usually  employed  in  productive  labor  should  he  charged  to  non- 
productive labor.  Sometimes  only  part  of  a  man's  time  is  chargeable  to  manufacturing 
expense,  as  in  the  case  of  one  who  is  both  receiving  and  shipping  clerk.  That  portion 
of  his  time  which  is  occupied  in  receiving  material,  supplies,  etc.  for  the  factory  is 
an  indirect  charge  to  manufacturing,  while  that  portion  devoted  to  shipping  the  fin- 
ished good3  is  a  selling  expense. 

(4)  PRIME  COST.  Authorities  differ  as  to  what  constitutes  prime  cost.  The  best 
opinions  are  in  favor  of  confining  it  to  the  cost  of  raw  material  and  the  productive 
labor  that  has  been  employed  upon  it.  When  to  this  is  added  the  indirect  factory  ex- 
pense, which  includes  non-productive  labor,  it  is  better  to  call  the  3um  of  these  three 
items  Factory  Cost,  rather  than  Prime  Cost,  as  is  done  by  some  writers. 

(5)  FACTORY  EXPENSE.  All  the  expenses  necessary  to  the  operation  of  a  factory, 
outside  of  raw  material  and  productive  labor,  are  classed  as  Factory  Expense,  which  is 
sometimes  designated  also  as  Manufacturing  Expense,  Overhead  Expense,  Indirect  Expense, 
or  Factory  Burden.  In  addition  to  the  non-productive  labor,  already  described,  Factory 
Expense  includes  such  items  as  factory  supplies,  which  comprise  oil,  waste,  brooms, 
sandpaper,  emery  wheels,  brushes,  and  similar  articles;  power,  including  fuel;  heat  and 
light;  and  the  sundry  small  expenses  which  cannot  be  otherwise  classified.  As  the  use 
of  machinery  and  tools  in  making  the  product  causes  them  to  wear  out,  the  expense  of  re- 
pairs and  the  depreciation  in  value  consequent  on  that  use  are  both  proper  additions  to 
the  manufacturing  cost.  The  rent  of  the  factory  building  or  the  insurance,  taxes,  re- 
pairs and  depreciation  on  the  building,  when  owned,  would  al3o  be  additions  to  the  cost- 
As  the  raw  material,  supplies  and  other  things  used  in  the  factory  would  be  of  no  value 
to  it  unless  they  were  brought  into  it,  freight  and  cartage  in  must  be  added.  TChen  all 
the  elements  have  been  added  to  the  prime  cost,  the  result  is  Gross  Manufacturing  Cost. 

(6)  WAGES.  The  money  paid  for  labor  is  called  Wages.  Wages  are  paid  on  the  basi3 
of  days  or  hours,  or  of  a  certain  price  per  piece  or  quantity  made,  while  salaries  are 
paid  by  the  year  or  month,  though  sometimes  weekly.  Another  distinction  is  that  wages 
are  paid  only  for  the  time  actually  employed,  while  salaries  are  paid  for  the  entire 
period  covered,  whether  the  person  receiving  the  salary  is  actively  employed  during  the 
whole  time  or  not. 

T7a£C3  being  paid  by  the  hour  or  piece,  it  is  necessary  to  have  a  record  from  which 
can  be  computed  the  time  employed,  or  the  amount  of  work  done.  This  consists  of  a 
Time  Book  or  of  Time  Cards.  The  forms  of  these  vary  in  different  factories,  the  gener- 
al principle  being  to  show  the  name  of  the  workman,  the  number  of  hours  and  fractions 
that  ho  worked  on  each  class  of  work  or  on  each  particular  job,  or  the  number  of  pieces 
or  the  quantities  that  he  has  turned  out,  and  the  character  of  the  work.  This  informa- 
tion may  be  gathered  and  recorded  by  the  foreman  or  by  a  timekeeper.  From  this  the 
Pay  Roll  is  made  up.  This  is  a  book  or  sheet  so  made  as  to  show  the  name  of  the  work- 
man, and  if  a  day-worker,  the  number  of  hours  he  has  worked,  his  rate  of  pay,  and  total 
wages  for  the  time,  or  if  a  piece-worker,  the  amount  of  work  accomplished  and  the 
amount  earned.  The  pay  roll  should  be  so  classified  by  columns  or  divisions  as  to 
show  the  amount  chargeable  to  each  department  or  to  each  particular  job,  according  to 
the  met?iod  in  use  in  the  factory.  The  unproductive  labor  is  listed  separately.  If 
the  wages  of  engineers  and  firemen  are  to  be  charged  to  Heatt  Light  &  Power,  as  they 
often  are,  they  should  be  put  in  a  separate  class. 

Copyright,  1912,  Charles  H.  Langer 


(."■ 


t2fflC0' 


©  XZZ&znx  6*u 


tatipM 


24  -  3. 

When  the  pay-roll  Is  made  up  and  the  extensions  verified,  it  is  entered  on  the 
Voucher  Record,  if  one  is  in  use,  the  total  being  put  in  the  Accounts  Payable  column 
and  the  details  in  the  various  columns  of  Productive,  Non-Productive,  Repairs  to 
Machinery,  Tools  &   Equipment,  Heat,  Light  &  Power,  etc.  as  shown  by  the  distribution 
in  the  Payroll.   If  any  of  the  men  have  been  at  work  installing  machinery,  making     * 
new  machinery  or  tools,  their  wages  would  be  charged  in  the  Sundry  column  to  Machinery, 
Tools  &   Equipment. 

Another  method  of  treating  the  pay-roll  is  not  to  make  the  distribution  on  the 
voucher  record,  but  to  provide  a  single  column  headed  Pay  Roll,  in  which  the  total  of 
each  pay  roll  Is  entered.  The  total  of  this  column  is  charged  to  Pay  Roll  account  at 
the  end  of  the  month.  The  distribution  of  the  labor  on  the  pay  roll  book  is  carried 
forward  from  week  to  week  in  a  recapitulation  table.  Prom  the  information  in  this  ta- 
ble a  Journal  entry  is  made  at  the  end  of  the  month, crediting  Pay  Roll  account  with 
the  total  of  the  pay  rolls  for  the  month,  and  charging  the  various  expense  accounts 
with  the  totals  of  their  respective  distributive  columns.  Pay  Roll  account  will  then 
be  closed.  This  method  does  away  with  the  necessity  for  a  large  number  of  columns  on 
the  voucher  record,  when  there  are  a  great  many  subdivisions  of  the  labor. 

When  the  voucher-check  is  filled  out  for  the  exact  amount  of  the  pay-roll,  the 
money  is  drawn  from  the  bank,  the  amount  being  charged  to  Accounts  Payable  on  the 
oashbook.  Envelopes  are  prepared  with  the  names  of  the  men  and  the  amounts  they  are 
to  receive  marked  on  the  outside.  These  envelopes  should  be  filled  with  the  money  by 
two  persons  working  together,  each  envelope,  when  sealed,  being  checked  against  the 
pay-roll.  The  men  should  be  paid  in  the  presence  of  at  least  two  persons,  one  of  whom 
should  know  the  men  by  name,  usually  the  foreman.  The  person  who  made  up  the  pay-roll, 
the  one  who  checked  the  extensions,  those  who  filled  the  envelopes  and  those  who  wit- 
nessed the  payment,  should  all  sign  the  roll. 

If  a  Voucher  Record  is  not  used,  the  distribution  of  the  pay-roll  may  be  made  on 
the  cashbook  at  the  time  the  check  paying  it  is  entered,  or  the  total  amount  of  the 
payroll  may  be  charged  to  Pay  Roll  account,  and  the  distribution  may  be  made  on  the 
journal,  as  indicated  above. 

17)  WAGES  ACCRUED,  BUT  NOT  DUE.  As  the  close  of  a  fiscal  period  seldom  corres- 
ponds exactly  with  the  date  on  which  a  pay  roll  is  made  up,  some  work  will  have  gono, 
directly  or  indirectly,  into  the  product  which  is  not  yet  represented  on  the  books. 
To  put  it  there  it  is  necessary  to  make  a  journal  entry  debiting  the  various  accounts 
to  which  the  labor  is  chargeable  and  crediting  Accrued  Wages.  On  the  balance  sheet 
the  latter  account  would  appear  as  a  liability.  At  the  beginning  of  the  next  period, 
the  entry  would  be  reversed,  crediting  the  different  salary  and  wages  accounts  and 
charging  Accrued  Wages.  The  next  pay  roll  would  be  put  through  the  voucher- record  in 
the  regular  way. 
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DIARY  OP  EVENTS. 

May  11.  Paid  the  Excelsior  Mfg.  Co.  $16,00  due  them  on  the  sale  of  the  consigned 
goods  and  returned  the  lawn  mowers  still  on  hand.  Bought  of  the  Corry  Coal  Co.f  one 
hundred  tons  of  coal  at  $3.75.  Bought  of  Hartman  Mfg.  Co.  $83,25  Shop  Supplies.  Adam 
Smith  paid  his  April  account  in  full  #257.40.  Sold  R.  Roberts  $548.50  Hardware  and 
P.  R.  Mason  #1,627.50  Farm  Implements,  both  net  30  days. 

May  12.  Sold  Prank  Peterson  #3,146.25  Farm  Implements,  taking  his  note  at  30  days, 
without  interest.  Received  bill  of  Mahin  Advertising  Co.  $2,250  for  advertising,  terms 
5%  10  days.  Drew  voucher-chocks  for  $150.00  each  in  favor  of  P.  Burns  and  C.  Conant, 
salesmen  as  advances  for  traveling  expenses  and  charged  them  to  Advances  to  Salesmen. 
Ordinarily,  an  account  would  be  opened  with  each  salesman,  to  which  would  be  charged 
all  money  advanced  him.  To  savo  work  in  this  set,  this  one  account  is  opened,  to  re- 
main as  a  permanent  advance.  The  traveling  expenses  when  paid,  will  be  charged  direct 
through  the  voucher  record  to  Salesmen's  Traveling  Expense. 

May  13.  Peter  Boiler  paid  his  April  account  $156.20.  Paid  Yale  4  Towne  Mfg.  Co. 
$256.80  and  Parlin  &   Orendorff  $1,427.50.  Bought  of  Inland  Foundry  Co.  raw  material 
$3,850.00,  terms  2$  10  days,  net  30. 

May  14.  Drew  voucher-chock  favor  H.  Smart  for  $1,938.40,  to  pay  salaries  and  wa- 
ges as  follows:  Salesmen  #40.00,  Office  $25.00,  Engineer  &  Fireman  #52.50,  Productive 
Labor  $1,175.20,  Non-Produetive  Labor  $398.00  and  Labor  installing  Machinery  $247.70. 
Cash  Sales  for  week,  #578.65  Hardware  and  $292.60  Farm  Implements.  Hiram  Goodrich 
paid  his  April  account  $308.70. 

May  16.  Paid  Inland  Foundry  Co.  $2,303.00,  Hibbard  &  Co.  $698.25  and  Mercantile 
Hardware  Co.  $2,229,50.  L.  M.  Jackson  paid  $1,396,50  in  full  of  account. 

May  17.  Sold  a  bill  of  gasoline  engines  to  Henry  Ellis  for  $1,250,00  terms  2$  10 
days,  net  30,  Head  last  column  in  Sales  Register  "Engines "  and  enter  all  engine  sales 
in  that  column.  Sold  Joseph  Duncan  $2,865.00  Farm  Implements,  2%  10  days,  net  30,  R. 
Roberts  returned  goods  to  the  value  of  $63,40,  Paid  C.  &  N.  W.  R.  R.  Co.  $180.00 
freight  on  raw  material  received.  Use  column  next  to  Labor  in  voucher  record,  head- 
ing it  "Freight  Inw. 

May  18.  F.  R.  Mason's  note  $1,848.50  was  protested  for  non-payment,  protest  fees 
being  $2,04.  Voucher-check  was  drawn  to  the  First  National  Bank  to  take  it  up.  In 
entering  this  in  voucher  record,  put  F.  R.  Mason's  name  in  Sundry  column  and  the  a- 
mount  in  the  column  to  the  left,  heading  it  "A/cs.  Rec."  In  posting,  put  the  folio 
of  the  Sales  Ledger  in  the  folio  column.  James  Franklin  paid  $1,319.57,  James  Robin- 
son paid  $1,599.85  and  Joseph  Cooper  paid  $1,445.50,  all  in  full. 

May  19.  Paid  C.  &  N.  W.  R.  R.  Co.  $47.50  freight  on  goods  shipped  out.  F.  R. 
Mason  paid  his  dishonored  note  and  fees.  Sold  John  Nelson  Farm  Implements  for 
$1,267.50,  2$  10  days.  T.  ».  Bonner  paid  his  account  of  $106.60. 

May  20.  J.  M.  Rastall  paid  $116.75  and  Thomas  Robinson  $148.75,  and  J.  M.  Ras- 
tall  bought  #263.80  and  Thomas  Robinson  bought  $326,40,  both  Hardware,  net.  Bought 
of  John  Nelson  hay  and  feed  for  stable  $122,50.  Make  voucher  as  usual,  then  make 
journal  entry  charging  Accounts  Payable  and  crediting  John  Nelson.  Note  payment  in 
voucher  register  as  being  by  journal  entry.  Another  way  to  treat  this  would  be  to 
fill  out  the  voucher-check  and  hold  it  until 'Nelson  paid 't  his  account  net,  then  to  en- 
tor  the  voucher  in  the  cashbook  as  a  payment  yto  him,  \  and  'at  the  same  time  to  credit 

Copyright,  1912,  Charles.  H.  Langer. 


eno  ,.o0  XcoO  v 

sri  ao  III  #8  * 

BBBB     .uollccq.oe  qonli 

fBochtBH  "io  MsnroJ 

Jbas  onjswfcxt. 

^a#  l                                    ,7SS| 

•bv           lea  dtfod  ,BJnoi 

,e^Bi>  05  t&  od-on  bM  ? 

Iffjbt              antalqail  aira1*  3S,dMtC$ 

start ei  ,j 

v  #o0  galaitaevM  nixD*." 

^TLCf 

tovsl  xii  /foBe  00.02X1 

./  mod*  f>©3ifldo  bos  ee&neq 

X* 

tnact8eXB8  dofio  rf-lw  !>• 

-0T 

•no  alrM  ,d"oa  aid?  1 

. 

iw  »X>fxsc[  corfw  aeaxHKpco  s«i 

.oaaaqpS  •             "sT  eft 

•3lH 

,•■<::■" 

s5!     .IX  ^aJI 
'  ftaxrxxrtei  Las  Bfioos 

lo  arto*  b&?btnj& 
[IrrqA  eM  fciag.  d*In£ 
!»?Sd,.f$  aoesVL  «f[  .*5 

at    LfftQ  f"  r   »«•<•  jUt 

i    CXCO       «i»J-    y,"* 


Jboonxt 


sa  alam 


i*ri^  FfY  I 


2$  xiatn 


ess  Drti 


>#  oo.oastx#  toi  eiiia 

aelae  onisxro  .  baa  "e 
»05  £e.a  ta^fli>  0. 

$  .00  „W   .W  A  .0 


toxstftfiH  tO0.S05,S#  ,o0 


foil  ,0S.3VX#X|  *odaJ 
'8#  ,3loew  to^  aoXfiR  rfeaO 
'•£$  Jooooob  XiiqA  bM  fc 
aXnI  Ma<£     .3X  \*M 
.M  »J     ,02.eSStS|  ,o0  otmrbttsB 
XX  id  a  M08     .VI  Y,i3M 
5I  omrloa  JbbI  fxaeH    .05  *©a  ,  •- 
:ieocuXi  -  M08     .urrarloo  tfarf*  at 

„0£«E3$  bxjoos  b&rtsrt&t  B^totfofl 


xf  ,r>if 


I  oi  ±xen  ABu, 


Jbeviooei  XaiioJain  tow  ao  *r^ 
•wal  #ltsle^S',  *J 

s©©^  tfB©v  rron  10I  Be^BG^otq;  eew  aaM  .H  .^     .01  7.all 

.qtr  il  eotad  afl  Xano2*fiTf  *B*rH  .  >do-T©doiroV     .£0.S$ 

-b  arid-  baa  nnarlt  ;i  ©rasa  a'aoaaM  .ff  .•*  chag  vror  xti  eirfrf  gnli&Jrte 

0XX0I  exfd-  *xjq  ta  "  .00H  .bo\A"  *t  :  '  0*  canuXoD  odi  til  tm/om 


-rjirfofl  BamaT.  „V3,eiSt. 


csif5  oemGT, 


♦Hi/'] 


Lb  f03.2M,I$  blaq  t&qocO  riqoooX.  Joxte  e8.eec,If  I 
•fl  ^     .d-uo  Jooqqlrf;.  id^ioil  05.Y^|  ■  1  .K  J  .H  .0  bleU     .01  ^xsM 

rtol  BunadDXcpiil  tsrvz  <1t  atidl>  JbXoS     .t  coionoxtBi  -susM 

'»a0X#  lo  Jrorooon  eM  f»lBqr  laxmoff  .V8  .T     .a^Bfc  OX  ^S  ,  „X# 

II  .L  fiofl  ,?.V.6^X$  c^  R  euMKMCP  JEma  ^  61bct  XlBieafl  .M  .t     .OS  ^sM 

tfxfanofl     .d-oxt  .©xewMflli  rf#o<f  e0*>.3SE#  ttf&tod  jaoRaXdofl  aBflrorfl!  JEmccb  08,sas|  ^rf^ooo*  1 

eaCem  rrerf*  tXBirarr  bs  iGrfoirov  estaM     .05.SSX#  eXrfB^a  lolt  Baelt  Imib  ^«^  aoaXeTI  rirtot  lo 
at  #naosc4ir  o*oH     •xxobXo'E  ndoT»  ■^tttlb&to  boa  •Xdeijafl  B*m;oc.r-A  gniatBffo  Y*xino  J 

jtf  fjlirow  eJtrf*  ^a©'!*  o^  -^bw ioxf*oaA,     ,^i*ao  lairiffoj,  v,<f  yriiad'  bb  loJei^ei  lorfoirov 
narf*  f*exi  drixroooB  alrt  6iaq  xtosXalf 'Htm  ft  Mod  fcra?  itna/i  I  *xro  I 

tlbBto  ot  ami?  acoBB  eri  .nlti  od"J ^aea^aq;  a  bb  stooddBBa  ertJ  xxi  lodoiiov  on*  to3 


DIARY  OP  EVSNTS  CONT'D. 

him  on  the  cashbook  with  the  amount.  The  check  could  he  made  to  John  Nelson  and  en- 
dorsed for  him  by  the  treasurer  of  the  company.  In  any  event,  it  would  have  to  be 
deposited,  like  any  other  check.  Still  a  third  way  would  be  to  ignore  his  other  ac- 
count entirely,  pay  this  bill  in  regular  course,  and  let  him  pay  his  own  account  in 
full.  The  last  method  is  the  one  usually  adopted  by  concerns,  in  which  the  purchas- 
ing department  is  so  distinct  from  the  selling  that  they  would  not  know  whether  an 
account  was  a  reciprocal  one  or  not. 
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CHAPTER  25 
AGENCIES  AND  BRANCHES. 

(1)  REASONS  FOR  ESTABLISHING.  Agencies  and  branches  are  established  for  the  par- 
pose  of  bringing  the  business  into  closer  contact  with  its  customers.  They  are  usu- 
ally located  in  trade  centers  some  distance  from  the  principal  or  homo  office.  A  per- 
manent representative  of  the  business  in  the  territory  can  promote  and  protect  the  in- 
terests of  the  business  much  better  than  the  distant  home  office  can,  because  he  is 
more  accessible,  less  time  is  consumed  in  writing  to  and  hearing  from  him,  he  can  be 
visited  when  the  customor  is  in  his  city,  or  can  easily  visit  a  customer,  if  it  is  nec- 
essary or  expedient  to  do  so.  Business  can  be  greatly  facilitated  and  extended,  if  a 
stock  of  goods  is  carried  at  the  branch  or  agency,  because  goods  can  reach  the  custom- 
er more  promptly  and  at  less  expense  than  from  the  home  office,  on  account  of  the  short- 
er distance.  The  shipments  from  the  home  office  to  the  agency  being  in  carload  lots, 
the  total  cost  of  getting  the  goods  to  the  customer  will  be  much  less  than  If  the  rate 
on  small  shipments  had  to  be  paid  all  the  way  from  the  home  office. 

(2)  DIFFERENCE  BETWEEN  AGENCIES  AND  BRANCHES.  The  principal  difference  between  a 
branch  and  an  agency  Is  that  a  branch  makes  its  own  sales,  passes  on  its  own  credits, 
collects  its  own  accounts,  keeps  its  own  bank  account  and  often  makes  its  own  purchases 
and  pays  its  own  bills.  There  may  be  more  or  less  modifications  in  the  degree  In  which 
the  branch  is  self  managing.  The  home  office  may  make  at  least  the  principal  purchases 
and  pay  for  them  itself,  charging  the  branch  with  them.  Sometimes  the  branch  deposits 
all  its  collections  to  the  credit  of  the  home  office,  charging  them  to  it.  All  branch 
disbursements  would  then  be  made  by  the  home  office,  which  would  receive  credit  for 
them. 

An  agency  does  not  pass  on  its  own  credits,  nor  collect  its  own  accounts.  It  sim- 
ply acts  as  a  salesman  for  the  home  office.  It  is  often  furnished  with  a  limited  list 
of  credits,  and  can  then  make  imnediate  shipments  on  receipt  of  orders,  carrying  a  com- 
plete line  of  goods  for  this  purpose.  In  any  event,  it  makes  a  detailed  copy  of  every 
order  and  forwards  it  at  once  to  the  home  office,  which  treats  it  In  the  same  manner 
that  it  does  sales  made  by  its  traveling  salesmen,  keeping  a  memorandum  account  of  the 
total  sales  made  by  the  agency,  in  order  to  know  whether  it  pays  to  continue  it.  This 
would  be  essential,  if  the  agent  is  paid  a  commission  on  his  sales,  as  he  often  is. 

(3)  AGENCY  ACCOUNTS.  The  accounts  at  an  agency  are  very  simple.  As  it  collects 
no  money  from  its  customers,  it  must  be  furnished  with  funds  by  the  home  office  with 
which  to  pay  its  running  expenses.  This  is  done  by  giving  it  a  round  amount  as  a  work- 
ing fund,  which  would  be  of  the  same  nature,  and  would  be  treated  in  the  same  way  as  a 
petty  cash  fund,  on  the  imprest  system,  which  has  been  already  described.  The  home  of- 
fice would  keep  only  one  other  account  with  an  agency,  that  of  Agency  Expense,  to  which 
would  be  charged  the  checks  sent  in  payment  of  the  expenses  paid  out  of  the  working 
fund. 

(4)  BRANCH  ACCOUNTS.  Branch  accounts  may  be  kept  in  several  ways.  Sometimes  all 
the  branch  books,  except  the  ledger,  are  provided  with  duplicate  pages  so  as  to  fur- 
nish an  exact  copy  by  means  of  a  carbon.'  These  duplicate  pages,  as  fast  as  filled,  are 
sent  to  the  home  office,  the  last  page  in  each  month  being  sent  whether  filled  or  not, 
the  next  month  being  started  on  a  new  page,  |  Or J  a  daily  report  may  be  made  of  all  trans- 
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actions,  from  which  the  homo  office  may  make  up  a  duplicate  set  of  books  if  desired. 
Or  no  report  may  be  made  of  details  at  all,  hut  only  a  general  report  may  he  made 
monthly  of  the  total  transactions.  The  branch  carries  exactly  the  same  accounts  in 
the  same  way  as  it  would  if  it  were  an  independent  concern,  such  as  accounts  with  cus- 
tomers and  creditors,  various  expense  accounts,  an  account  with  sales  and  one  with  pur- 
chases. The  latter  account  would  differ  from  an  ordinary  Purchases  account  in  respect 
to  the  goods  received  from  the  homo  office,  because  instead  of  being  credited  to  ac- 
counts payable,  which  would  have  to  be  paid,  they  are  credited  to  the  home  office  in 
an  appropriate  account.  Another  difference  would  be  that  all  capital  expenditures  in- 
curred during  a  fjlscal  period  would  be  charged  to  their  respective  accounts  temporar- 
ily, but  at  the  close  of  the  period  they  would  be  charged  into  the  home  office  account. 
All  the  capital  accounts  are  kept  on  the  home  office  books,  and  none  are  kept  perman- 
ently at  the  branch  office.  The  result  is  that  the  branch  books  at  the  close  of  a 
fiscal  period  contain  only  quick  assets  and  liabilities  and  accounts  with  the  home  of- 
fice. 

(5)  BRANCH  PROFIT  AND  LOSS.  The  branch  can  make  a  Profit  and  Loss  account  in  the 
regular  way,  provided  the  merchandise  received  by  it  from  the  home  office  is  billed  to 
it  at  cost,  or  at  a  slight  increase  above  cost,  to  cover  home  office  handling  charges, 
and  provided  further,  if  the  branch  knows  how  much  to  take  into  consideration  for  de- 
preciation on  its  fixed  assets.  Usually  a  branch  cannot  make  up  such  an  operating 
statement,  showing  the  profit  or  loss,  for  the  reason  that  the  goods  shipped  to  It  by 
the  home  office  are  billed  to  it  at  a  conventional  figure,  or  at  the  selling  price. 
In  closing  its  books  at  the  end  of  a  fiscal  period,  the  branch  would  value  its  inven- 
tory at  the  price  at  which  the  goods  had  been  billed;  to  it. 

If  the  goods  sent  to  the  branch  are  billed  to  it  by  the  home  office  at  cost, there 
will  be  a  good  reason  for  closing  the  accounts  into  the  Profit  and  Loss  aocount,  be- 
cause then  the  real  profit  on  the  branch  operations  will  be  shown,  with  the  exception 
of  the  unknown  element  of  depreciation.  The  resultant  balance  of  the  Profit  and  Loss 
account  will  be  closed  into  the  Home  Office  account.  If,  however,  the  goods  are  billed' 
at  selling  price  or  at  a  conventional  figure,  the  nominal  accounts  must  be  closed  di- 
rectly into  the  Home  Office  account,  because  no  real  Profit  and  Loss  account  can  be 
made,  since  the  cost  of  the  merchandise  is  unknown. 

After  the  branch  books  are  closed  at  the  end  of  a  fiscal  period,  its  Balance  Sheet 
would  contain  only  active  assets  of  Cash,  Accounts  and  Notea  Receivable  and  Inventory, 
and  active  liabilities  of  Accounts  and  Notes  Payable  and  the  Home  Office  General  Ac- 
count and  Consignments  from  Home  Office. 

(6)  HOME  OFFICE  ACCOUNTS.  The  home  office  must  keep  the  accounts  with  its 
branch  entirely  separate  from  similar  accounts  of  its  own,  under  no  circumstances  cred- 
iting shipments  to  the  branch  to  Sales.  The  shipments  made  to  a  branch  are  not  sales 
to  that  branch,  for  the  goods  still  remain  the  property  of  the  home  office.  They  are 
really  consignments,  but  they  differ  from  ordinary  consignments,  as  they  are  still  in 
the  physical  possession  of  the  home  office,  since  the  branch  is  only  a  department  of 
the  whole  business.  Shipments  to  the  branch  should  be  charged  to  Branch  Merchandise 
and  credited  to  Consignments  to  Branch,  irrespective  of  whether  they  are  billed  at 
cost,  at  selling  price,  or  at  a  conventional  figure.  Money  sent  to  the  branch  as  a 
working  capital  should  be  charged  to  the  general  account  of  Branch.  Cash  received  from 
the  branch  from  time  to  time  would  be  credited  to  its  general  account.  If  the  branch 
accounts  are  spread  on  the  homo  office  books  every  month,  it  would  be  necessary  to 
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25  -  3. 
open  a  number  of  accounts  for  Branch  Sales,  Branch  Accounts  Receivable,  Branch  Expense, 
etc.  It  is  not  essential  to  do  this,  as  all  the  information  can  be  obtained  from  the 
monthly  statements  made  by  the  branch. 

In  closing  the  Home  Office  books  at  the  end  of  the  year  the  inventory  of  goods  at 
the  branch  would  be  credited  to  Branch  Merchandise  and  charged  to  Branch  Inventory  and 
the  balance  of  Branch  Merchandise  would  be  charged  to  Consignments  to  Branch,  leaving 
a  credit  balance  in  the  latter  account,  exactly  offsetting  the  debit  of  Branch  Inven- 
tory. The  actual  inventory  at  the  branch  would  be  added  to  the  home  office  inventory 
at  cost,  regardless  of  the  figure  at  which  it  appeared  in  the  Branch  Inventory  account. 
The  home  office  would  then  credit  Branch  Profit  and  loss  and  charge  Branch  General  Ac- 
count with  the  sales  made  by  the  branch,  and  charge  Branch  Profit  and  Loss  and  credit 
Branch  General  Account  with  the  expenses  at  the  branch.  In  order  to  ascertain  the  act- 
ual profit  or  loss  of  the  branch,  it  would  be  necessary  to  charge  Branch  Profit  and  Loss 
with  the  cost  of  the  goods  shipped  to  it.  In  making  the  annual  statement  of  the  whole 
business,  the  net  profit  or  loss  of  the  branch  could  be  shown  as  one  item,  but  a  better 
way  would  be  to  show  each  element  of  the  branch  closing  entries  as  an  addition  to  the 
corresponding  item  of  the  home  office  profit  and  loss  statement.  That  is,  the  home  of- 
fice sales  would  be  3hown  and  then  the  branch  sales  added  to  them,  the  total  being  car- 
ried out  as  total  Sales,  and  so  on. 

On  the  branch  books,  the  goods  received  from  the  home  office  would  be  charged  to 
Merchandise  and  credited  to  Consignments  from  Home  Office,  a  general  account  of  Home 
Office  would  be  kept  to  which  would  be  credited  money  received  from  it,  or  expenses 
paid  for  the  branch  by  the  home  office,  and  to  which  would  be  charged  money  sent  to  the 
home  office.  The  other  accounts  of  Cash,  Sales,  Accounts  Receivable,  etc.  would  be  the 
same  as  in  an  independent  business. 

(7)  BRANCH  ACCOUNTS  ILLUSTRATED.  A  simple  illustration  will  make  these  points 
clear.  The  items  are  numbered  so  that  offsetting  entries  may  be  traced.  The  Home  Of- 
fice sent  the  Branch  at  the  beginning  #15,000  (1).  Daring  the  year  it  sent  Merchan- 
dise to  the  invoiced  value  of  $150,000  (2).  The  branch  made  Sales  of  $200,000  (3)  to 
its  customers,  who  paid  in  cash  $150,000  (4).  It  paid  out  for  Expenses  $30,000  (5), 
and  remitted  cash  to  the  home  office  $130,000  (6).  At  the  end  of  the  year  the  branch 
Inventory  was  $10,000  (7).  The  other  closing  entries  can  be  traced  by  the  figures. 
The  accounts  on  the  branch  books  would  be  as  follows: 


Cash,  during  year  (6)        130,000     Cash  (1)  15,000 

Expenses  (8)  30,000     Sales  (9)  200,000 

Balance  down 


HOME  OFFICE. 

GENERAL  ACCOUNT. 

130,000 

Cash  (1) 

30,000 

Sales  (9) 

55,000 

215,000 

Balanoe  down 

MERCHANDISE. 

215,000 
55,000 


Consignments  from  H.  0.  (2)   150,000     Inventory  (7)  10,000 

mmmi±_mmmmm  Consignments  from  H.  0.  (10)140,000 
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CONSIGNMENTS  FROM  HOME  OFFICE. 
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Merchandise  (10) 
Balance  down 


140,000   Merchandise  (2) 
10.000 

Balance  down 


150,000 


10,000 


CASH 


Home  Office  (1) 
Customers  (4) 


Balance  down 


15,000   Home  Office  during  year  (6) 
150,000   Expenses  (5) 

Balance  on  hand 


165.000 


5,000 


130,000 

30,000 

5.000 

165.000 


SALES* 


Home  Office  to  close  (9) 


200,000   Customers  (3) 


200.000 


CUSTOMERS. 


Sales  (3) 


Balance  down 


200,000    Cash  (4) 
Balance  down 


50,000 


150,000 
50.000 


EXPENSES. 


Cash  (5) 


30.000    Home  Office  to  close  (8) 


30,000 


INVENTORY. 


Merchandise  (7) 


10,000 


BRANCH  BALANCE  SHEET 


Cash 

Customers 

Inventory 


5,000 
50,000 
10,000 
65.000 


Home  Office 
Consignment  from  H.  0. 


55,000 
10,000 

65,000 


On  the  Home  Office  books,  the  following  accounts  would  be  sufficient,  the  offset- 
ling  entries  to  the  cash  items  being  in  the  general  Cash  account. 


BRANCH,  GENERAL  ACCOUNT. 


Cash  (1) 

Branch  Sales  (9) 

15,000 
200,000 

Cash, during  year  (6) 
Branch  Expenses  (8) 
Balance  down 

130,000 
30,000 
55,000 

Balance  down 

215.000 

SR  (TOO 

215,000 

000,03X 
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Consignments  to  Branch  (2) 


Balance  down 


BRANCH  MERCHANDISE. 

150,000   Consignments  to  Branch  (10) 
==_=— __   Balance  down 
10,000 
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140,000 
10.000 


CONSIGNMENTS  TO  BRANCH. 


Branch  Merchandise  (10) 
Balance  down 


140,000   Branch  Merchandise  (2) 


10.000 


Balance  down 


150,000 


10,000 


BRANCH,  PROFIT  &  LOSS. 


Branch  Expenses  (8) 


30,000  Branch  Sales  (9) 


200,000 


To  this  last  account  would  he  charged  the  cost  of  the  goods  sold  fcy  the  "branch, 
to  find  the  net  profit  or  loss. 
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DIARY  OP  EVENTS. 

May  21.  Silaa  Jones  paid  $122.80  and  Samuel  Harris  $219.40.  Cash  Sales  for  € 
week  $614.00  Hardware,  and  $342.60  Farm  Implements,  and  $175.00  Engines.  Bought  of 
Boswell  &  Co.  raw  material  for  $7,242.50  net,  and  gave  them  a  note  payable  in  sixty 
days  with  interest  at  5%  from  date.  Sold  James  Robinson  $2,763.80  Farm  Implements 
and  $1,324.60  Engines,  and  took  his  note  for  the  total  due  in  sixty  days  without  in- 
terest. Paid  the  pay  roll  $2,816.30,  being  for  Office  Salaries  $85.00,  Salesmen's 
Salaries  $70.00,  Productive  Labor  $1,826.80,  ITon-Productive  $782.00,  and  Engineers  & 
Firemen  $52.50. 

May  23.  Received  bill  from  Illinois  Protective  Association  $10.00  for  watch 
service  for  factory,  and  paid  it  at  once,  charging  it  to  miscellaneous  Factory  Ex- 
pense* Sold  L.  M.  Jackson  $4,229.50  Farm  Implements,  2%  10  days,  net  30.  Paid  Mahin 
Advertising  Co.  $2,137.50  and  Inland  Foundry  Co.  $3,773.00. 

May  24.  Bought  of  International  Harvester  Co.  Farm  Implements  $8,329.50,  the 
terms  being  2%  off  at  once.  Paid  this  bill  at  once  by  turning  over  to  them  James 
R  Vinson's  note,  which  they  accepted  less  interest  of  $38,84,  and  paid  the  balance 
by  giving  them  the  company's  note  at  60  days  for  $4,154.48,  being  the  balance  due 
and  $41.13  interest.  » 

May  25.  Bought  of  John  Mitchell  a  team  of  horses  for  $350.00  and  a  truck  and 
harness  for  $580.00  and  paid  him  cash.  Sold  Joseph  Cooper  $3,327.50  Farm  Implements, 
and  C.  V.  Kasson  $1,648.75  Hardware,  both  at  2%  10  days,  net  30.  Sold  Frank  Peterson 
$3,862.50  Engines,  terms  2%  30  days,  net  60  days. 

May  26.  Received  bill  of  Eureka  Printing  Co.  for  #342.50  of  which  $275.00  was 
for  circulars  advertising  engines  and  $67.50  for  Stationery  and  Printing.  L.  M. 
Jackson  returned  Farm  Implements  $175.00.  Sold  Jame3  Franklin  $4,357.50  Farm  Imple- 
ments, 2%  10  days,  net  30.  C.  H.  Murray  sent  in  a  chock  for  $122.50  in  payment  of 
his  bill  of  May  3rd,  calling  attention  to  the  fact  that  he  had  not  been  charged  for 
an  item  amounting  to  $10.00.  Upon  investigating,  it  was  found  that  the  item  had  been 
included  in  the  invoice  of  H.  Burt  of  $78.25  for  goods  bought  the  sane  day. 

May  27.  Henry  Ellis  paid  $1,225.00,  and  Joseph  Duncan  paid  $2,807.70,  both  in 
full.  R.  L.  Long  paid  $143,60  and  C.  H.  Murray  $174.60.  Boswell  &  Co.  offered  to 
return  the  note  they  held  for  $7,242.50  and  interest,  if  the  company  would  pay  them 
$4,000.00  cash  and  give  them  a  new  note  due  July  20  without  interest  for  $3,242.50. 
The  offer  was  accepted  and  the  voucher-check  and  new  note  were  given  to  them. 

May  28.  Frank  Peterson  returned  engines  invoiced  to  him  at  $160.00.  Paid  pay- 
roll $2,942.60,  being  for  Office  Salaries  $85.00,  Salesmen's  Salaries  $70.00,  Engin- 
eers &  Firemen  $52,50,  Productive  Labor  $1,883.90  and  Non-Productive  $851.20.  Cash 
Sales  for  the  week  $716.80  Hardware,  $429.60  Farm  Implements  and  $329.75  Engines. 
John  Nelson  paid  $1,119.65  in  full  of  his  account.  It  will  bo  noted  that,  although 
his  balance  is  only  $1,145.00,  ho  has  taken  the  2%  discount  on  his  whole  purchase  of 
$1,267.50,  This  is  correct,  since  the  credit  to  his  account  for  the  hay,  upon  which 
there  was  no  discount,  was  to  all  intents  and  purposes  the  equivalent  of  a  cash  pay- 
ment. 

May  31.  Paid  Office  Salaries  to  John  Adams  $250.00  and  William  Draper  $250.00 
by  voucher-check  to  each.  Sent  voucher-check  to  P.  Burns  for  $277,80  of  which  $150 
is  for  salary  as  salesman  and  $127,80  as  traveling  expense,  and  another  to  C.  Conant 
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DIARY  OF  EVENTS  CONT'D. 

for  $241.40,  of  which  #125.00  was  Salary  and  #116.40  Expenses.  Discounted  at  the 
First  National  Bank  their  own  note  for  #4,000.00  due  in  60  days,  the  interest  de- 
ducted being  #40.00.  Drew  voucher-check  favor  First  National  Bank  for  #5,000.00 
and  paid  note  of  that  amount  due  this  day. 

Under  date  of  May  31,  rule  footing  lines  in  the  Toucher  Record  and  add  all  the 
coltxnms  in  ink.  The  ideal  way  to  close  this  hook  is  to  "bring  down  the  total  of  the 
Accounts  Payable  and  under  it  put  the  total  of  the  Discount  on  Purchases  column, 
add  them  together,  and  rule  double  lines  under  the  total.  Under  these,  bring  down 
the  totals  of  all  the  distributive  columns,  add  them  up  and  compare  their  total  with 
the  previous  total,  with  which  it  must  exactly  balance.  As  each  amount  is  brought 
down,  the  name  of  its  account  is  written  opposite  it  in  the  Name  column.  The  a- 
ooounts  of  Accounts  Payable  and  of  Discount  on  Purchases  are  posted  to  the  credit  of 
those  accounts,  and  the  amounts  of  the  distributive  accounts  are  posted  to  the  deb- 
it of  the  respective  accounts,  except  as  to  the  Sundry  accounts  total,  which  is  not 
posted  anywhere,  as  the  items  have  already  been  posted  separately.  In  the  usual 
practice,  the  equality  of  the  debits  and  credits  is  proved  on  a  memorandum  or  with 
an  adding  machine,  and  the  posting  to  the  accounts  is  made  directly  from  the  foot- 
ings of  the  columns,  the  folio  being  inserted  under  each  amount.  A  memorandum  list 
by  numbers  and  amounts  should  be  made  of  the  unpaid  vouchers  on  the  Record.  The  to- 
tal of  the  amounts  should  be  exactly  equal  to  the  balance  of  the  Accounts  Payable 
account  on  the  general  ledger.  If  not,  the  work  should  be  checked  over  and  the  er- 
ror found  and  corrected. 

All  the  columns  in  the  Journal  should  be  added  and  ruled  off.  The  totals  of  tho 
three  columns  on  each  side  should  be  brought  down  in  the  General  columns  on  the  re- 
spective sides,  with  the  names,  General,  Accounts  Receivable,  and  Accounts  Payable 
on  the  proper  lines  with  their  amounts.  The  amounts  brought  down  must  be  added  up 
to  show  that  the  Journal  is  in  balance.  As  the  general  items  have  already  been  post- 
ed, a  check  mark  is  made  in  the  folio  column.  The  debit  and  credit  amounts  opposite 
the  Accounts  Receivable  and  Accounts  Payable  should  be  posted  to  the  corresponding 
controlling  accounts. 

Close  the  Cashbook  and  Sales  Register  as  usual.  Prepare  and  submit  a  Trial  Bal- 
ance of  the  General  Ledger  only,  and  a  statement  of  the  unpaid  vouchers  by  numbers 
and  amounts,  showing  the  reconciliation  with  the  controlling  account  of  Aocounts  Pay- 
able in  the  general  ledger. 
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CHAPTER  26. 
PATENTS. 

(1)  PATEflT  RIGHTS.  The  product  of  a  factory,  if  of  a  special  character  or  de- 
sign, upon  which  patent  rights  can  be  secured,  is  usually  protected  in  whole  or  in 
part  by  a  patent.  This  is  a  document  issued  by  the  national  government  giving  to  its 
owner  the  exclusive  right  for  seventeen  years  to  manufacture,  or  to  control  the  manu- 
facture of,  an  article  whose  peculiar  features  are  covered  by  the  patent.  The  patent 
<aay  cover  only  some  feature  of  an  article,  but  if  that  feature  is  essential  to  the 
pest  use  of  the  article,  it  amounts  to  the  same  thing  as  a  monopoly  of  the  manufac- 
ture of  the  article  itself. 

A  manufacturer,  making  an  article  covered  by  a  patent,  may  acquire  the  patent  or 
the  privilege  to  manufacture  the  article  under  the  patent.  He  may  buy  the  patent  out 
and  out  from  the  inventor,  either  for  cash  or  for  stock  in  the  company.  In  this  case 
he  would  have  the  right  to  value  the  patent  on  the  books  at  whatever  was  paid  for  it. 
Even  if  what  might  be  considered  an  exorbitant  amount  of  stock  was  given  for  it,  no 
objection  can  be  made  to  the  valuation,  unless  it  was  manifestly  fraudulent.  A  patent 
can  also  be  acquired  to  cover  inventions  made  as  the  result  of  experiments  carried  oh 
by  the  company  itself,  with  the  object  of  making  an  improvement  in  some  of  its  pro- 
cesses. In  this  case,  the  valuation  of  the  patent  would  include  the  cost  in  labor  and 
material  of  all  the  experiments  that  led  up  to  the  final  invention.  To  this  would  be 
added  the  fees  and  legal  expenses  connected  with  the  securing  of  the  patent.  These 
are  sometimes  large,  as  the  records  of  the  Patent  Office  have  to  be  searched  in  order 
to  ascertain  whether  the  idea  covered  by  the  patent  is  new. 

Sometimes  the  company  may  use  a  patent  without  buying  it.  The  inventor  retains 
the  title  to  the  patent,  but  allows  the  company  td  use  it  on  condition  that  it  pays 
him  a  fixed  sum  for  each  article  manufactured,  though  sometimes  there  i3  nothing  paid 
until  the  article  is  sold.  This  fixed  sum  is  called  a  royalty,  A  royalty  is  often 
paid  when  the  article  manufactured  is  not  itself  patented,  but  when  some  work  on  it 
is  done  by  a  machine  which  has  been  patented,  the  inventor  allowing  the  factory  to 
use  the  machine  upon  payment  of  the  royalty,  usually  based  on  the  number  of  articles 
made  by  the  machine. 

(2)  COST  OP  PROSECUTING  INFRINGEMENTS  &  DEPENDING  PATENTS.  If  any  one  attempts 
to  do  anything  to  which  the  holder  of  the  patent  claims  exclusive  rights,  he  is  said 
to  have  infringed  the  patent.  Unless  he  can  be  prevented  from  doing  this,  the  patent 
is  manifestly  of  no  value,  therefore  the  cost  of  prosecuting  infringements  is  a  le- 
gitimate part  of  the  cost  of  the  patent  itself.  For  the  same  reason,  if  any  one 
claims  that  the  patent  is  an  infringement  on  one  held  by  him,  the  cost  of  defending 
the  title  to  the  patent  is  a  legitimate  part  of  its  value.  The  principle  upon  which 
this  addition  to  the  value  is  legitimate  is  that  it  establishes  the  validity  of  the 
patent,  and  for  that  reason  adds  to  its  commercial  value  by  confirming  tho  exclusive 
rights  claimed  under  it. 

(3)  ELEMENTS  DIMINISHING  THE  VALUE  OP  PATENTS.  There  are  several  elements  that 
tend  to  reduce  the  value  of  a  patent.  The  first  and  most  obvious  one  is  TIME.  As 
the  life  of  a  patent  is  only  seventeen  years,  there  is  always  a  fixed  time  at  which 
its  value  will  cease.  It  is  therefore  necessary  to  provide  against  this  ultimate 
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loss  by  reducing  its  value  each  year  proportionately  to  the  number  of  the  years  that  re- 
main before  its  expiration.  This  yearly  amount  would  be  charged  to  operating  expense 
and  would  reduce  the  value  at  which  the  patent  is  carried  on  the  books.  This  is  called 
writing  down  an  asset.  If  any  expense  for  defending  it  is  in  the  meantime  added  to  the 
valuation,  the  reduction  thenceforward  would  be  in  proportion  to  the  years  that  still 
remain,  calculated  on  the  new  valuation.  That  is,  each  year  the  amount  at  which  the 
patent  stands  on  the  books  is  divided  by  the  number  of  years  which  it  still  has  to  run, 
and  the  quotient  is  written  off  of  the  valuation  and  charged  to  operating  expense. 

In  addition  to  the  lapse  of  time,  an  element  that  may  reduce  the  value  of  a  pat- 
ent is  the  danger  of  SUPERSESSION.  Some  one  may  make  a  new  invention  that  will  result 
in  the  production  of  a  better  article,  or  of  the  same  article  at  a  lesser  cost,  so  that 
the  older  patent  may  be  entirely  superseded.  Allied  to  this  is  OBSOLESCENCE,  which  is 
the  going  out  of  use  of  the  article  or  the  process  covered  by  the  patent.  Such  would 
be  the  oase  if  the  article  manufactured  was  one  whose  use  was  made  general  for  a  time 
by  fashion  or  by  a  temporary  fad.  A  machine  might  bo  patented  to  make  some  peculiar 
article  of  dress  or  some  game.  As  soon  a3  the  fashion  changed  or  the  public  tired  of 
the  game,  the  machine  would  be  worthless.   If  there  is  danger  of  either  supersession  or 
obsolescence,  the  cost  of  a  patent  should  be  written  down  much  more  rapidly  than  in 
proportion  to  its  life,  even  to  the  extent  perhaps,  of  charging  it  all  off  in  one  year. 
This  would  depend  upon  the  circumstances  attendant  upon  each  case. 

(4)  FOREIGN  PATENTS.  An  American  inventor  can  obtain  a  patent  on  his  invention  in 
many  foreign  countries  by  complying  with  their  patent  laws.  As  a  general  rule,  foreign 
countries  require  the  payment  of  an  annual  renewal  fee.  There  may  be  legal  or  other 
expenses  in  connection  with  these  fees.  As  these  fees  and  expenses  do  not  add  to  the 
original  value  of  the  patent,  but  simply  act  to  keep  it  in  force,  they  should  be  con- 
sidered as  part  of  the  operating  expense  of  the  business,  and  should  not  be  added  to 
the  valuation  of  the  patent  on  the  books. 

(5)  COPYRIGHTS.  A  copyright  is  a  right  conferred  by  the  national  government  upon 
an  author  or  his  assignees,  to  produce  and  publish  his  literary  or  artistic  work,  ex- 
clusively of  all  other  persons.  This  right  may  be  enjoyed  in  regard  to  maps,  charts,  en- 
gravings and  music  as  well  as  books.  A  business  house  can  copyright  its  booklets,  pamph- 
lets and  other  advertising  matter  that  it  issues,  including  special  designs  and  pictures. 
In  this  country  a  copyright  is  granted  for  twenty  eight  years  with  a  right  to  a  renewal 
for  fourteen  years  more,  under  certain  conditions. 

A  copyright  should  be  carried  on  the  books  at  not  more  than  what  was  actually  paid 
for  it.  It  may  become  very  valuable  in  comparison  with  its  original  cost,  but,  unless 
it  is  intended  that  it  shall  be  sold,  the  valuation  should  not  be  increased.  On  the 
contrary,  since  its  life  is  a  definite  number  of  years,  and  the  time  will  be  sure  to 
come  when  it  will  expire  and  be  valueless,  it  is  the  wisest  plan  to  write  it  down  pro- 
portionately each  year.  If  this  is  not  done,  the  whole  cost  will  have  to  be  charged 
off  at  the  end,  and  the  last  year  will  be  made  to  stand  the  entire  cost  of  the  copy- 
right, although  its  benefits  will  have  been  enjoyed  by  all  the  previous  years. 

(6)  TRADEMARKS.  A  trademark  is  a  peculiar  distinguishing  mark,  device,  design  or 
picture  adopted  by  a  manufacturer  or  merchant  and  attached  to  his  goods  or  to  the  bottle, 
box  or  other  container  in  which  they  are  sold.  A  trademark  is  usually  registered  with 
the  government,  but  it  is  often  used  without  registry.  The  common  law  recognizes  the 
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exclusive  right  to  the  use  of  a  trademark,  even  when  not  registered,  but  the  claimant  to 
it  mast  prove  that  his  use  of  it  was  prior  to  that  of  any  one  else,  in  case  his  right 
to  it  is  disputed.   Not  only  does  the  right  to  a  trademark  prevent  the  use  of  it  by  any 
one  el3e,  "but  it  also  prevents  the  use  of  some  other  device  that  imitates  it  so  nearly 
as  to  be  liable  to  deceive  the  buyers  of  the  goods.  A  trademark  may  consist  of  a  name, 
or  of  a  phrase  together  with  a  picture. 

A  trademark  is  seldom  given  a  value  on  the  books,  except  when  the  original  owner 
transfers  the  trademark  rights  to  an  individual,  firm  or  corporation  for  a  valuable  con- 
sideration in  either  money,  property  or  stock.  The  trademark  may  become  very  much  more 
valuable  than  the  consideration  given  for  it,  but  it  is  not  good  accounting  practice  to 
increase  its  valuation  on  the  books,  unless  it  is  to  be  actually  sold,  because  it  is  un- 
realized, that  is,  it  is  only  what  is  called  a  "paper"  profit.  The  rights  acquired  un- 
der a  trademark  are  not  limited  as  to  time,  continued  use  being  the  only  requisite  to 
uphold  them. 

A  formula  is  a  recipe  for  the  preparation  of  some  compound.  It  is  usually  what  is 
known  as  a  trade  secret,  known  to  only  a  few  persons.  The  worth  of  a  formula  consists 
in  its  being  the  rule  for  the  production  of  an  article  whose  excellence  gives  value  to 
the  trademark  or  name  connected  with  it. 
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ADAMS  -  DRAPER   COMPANY. 


GENERAL  LEDGER  TRIAL  BALANCE. 

MAY  31.  1904. 

1 

Capital  Stock 

75,000.00 

4 

Land 

5,000.00 

4 

Buildings 

21,500.00 

5 

Machinery,  Tools  &  Equipment 

6,575.00 

5 

Horses  &  Dtegons 

1,205.00 

6 

Furniture  &   Fixtures 

393.00 

7 

Real  Estate  Mortgage 

12,500.00 

8 

Notes  Rec.  Stock  Subscription 

5,000.00 

8 

First  National  Bank 

391,62 

8 

Petty  Gash 

100.00 

9 

Notes  Receivable 

11,153,77 

10 

Accounts  Receivable 

20,172.70 

11 

Merchandise  Inventory 

44,474.78 

11 

Unexpired  Insuranoe 

191.66 

12 

Notes  Receivable-Discounted 

6,577.63 

13 

Notes  Payable 

11,396.98. 

14 

Accounts  Payable 

5,780.75 

19 

Material  Purchases 

13,442.50 

19 

Hardware  PurOhases 

2,275.00 

20 

Farm  Implement  Purchases 

8,329.50 

20 

Freight  &  Cartage  In 

180.00 

21 

Productive  Labor 

4,885.90 

21 

Non-Product ive  Labor 

2,031.20 

22 

Heat,  Light  &  Power 

532.50 

23 

Shop  Supplies 

208.65 

23 

Stable  Expense 

129.75 

24 

Miscellaneous  Factory  Expense 

18.40 

25 

Hardware  Sales 

5,853.15 

26 

Farm  Implement  Sales 

29,429.75 

27 

Engine  Sales 

6,941.85 

29 

Hardware  Ret.  Sales  &  Allowances 

63.40 

29 

Farm  implement  Return  Sales  &  Allowances 

175.00 

29 

Engine         *«    ■   "     » 

160.00 

30 

Salesmen's  Salaries 

495.00 

30 

n    Traveling  Expenses 

244.20 

30 

Advertising 

2,530.40 

31 

Freight  &  Cartage  Out 

47.50 

31 

Office  Salaries 

720.00 

32 

Stationery  &  Printing 

03.95 

32 

Telephone  &  Telegrams 

4.20 

32 

Miscellaneous  Office  Expense 

13.80 

33 

Insurance  &  Taxes 

400.00 

33 

Interest 

119.97 

34 

Discount  on  Purchases 

462.84 

34 

"     "  Sales 

314.60 

35 

Advances  to  Salesmen 

300.00 

153^942.95 

153.942.95 
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PROBLEM  No.  12. 

R.  A.  Bonnell  and  H.  R.  Jenkins  have  "been  conducting  separate  businesses  and  de- 
cide to  merge  their  interests  and  operate  as  a  corporation.  They  organize  the  Bon- 
nell-Jenkins  Co.  as  a  corporation,  on  July  1,  1910,  with  an  authorized  capital  of 
$200,000,  consisting  of  2000  shares  of  stock,  par  value  $100  per  share. 

Bonnell  and  Jenkins  both  made  written  offers  to  the  corporation  to  sell  their  net 
assets  on  the  "basis  of  the  following  Balance  Sheets,  which  offers  were  accepted. 
* 
R.  A.  BONNELL,  BALANCE  SHEET,  JULY  1,  1910. 


ASSETS. 

Land 

20,000 

Buildings 

30,000 

Notes  Receivable 

41,470 

Accounts  Receivable 

25,250 

Advances  on  Consignments 

1,150 

Merchandise  Inventory 

45,030 

Unexpired  Insurance 

1,920 

Cash 

14,170 

178,990 

— 

LIABILITIES. 
Capital  R.  A.  Bonnell 
Notes  Payable 
Accounts  Payable 


90,000 
55,060 
33,930 


178,990 


H.  R.  JENKINS,  BALANCE  SHEET,  JULY  1,  1910. 


LIABILITIES. 

16,720 

Capital  H.  R.  Jenkins 

70,000 

22,730 

Notes  Payable 

15,010 

62,240 

Accounts  Payable 

17,660 

980 

102,670 

102,670 

ASSETS. 
Notes  Receivable 
Accounts  Receivable 
Merchandise  Inventory 
Unexpired  Insurance 


The  corporation  further  agreed  to  pay  Bonnell  and  Jenkins  the  sum  of  $40,000  as  the 
value  of  the  Goodwill  of  "both  businesses,  which  was  to  be  apportioned  to  Bonnell  and 
Jenkins  in  the  proportion  as  the  average  net  earnings  for  the  past  three  years  of  each 
business  was  to  the  total  average  net  earnings  for  the  past  three  years  of  "both  "busi- 
nesses, Bonnell's  average  net  earnings  were  $12,000.  Jenkins'  average  net  earnings 
were  $8,000. 

Bonnell  and  Jenkins  subscribe  for  stock  in  the  corporation  to  the  amounts  of  the 
respective  interests  as  disclosed  by  the  above. 
Prepare 

1.  The  necessary  entries,  in  Journal  form,  as  they  would  appear  on  the  books  of 
the  corporation,  to  record  the  transactions. 

2.  Balance  Sheet  after  giving  effect  to  the  Journal  entries  referred  to  in  #1. 

3.  The  necessary  entries,  in  Journal  form,  to  close  out  the  books  of  R.  A.  Bonnell 
as  single  proprietor. 

Note.  Each  Journal  entry  should  contain  a  full  explanation  of  the  entry. 
Goodwill  is  an  asset  and  should  be  so  treated  on  the  corporation's  books. 
The  entries  in  connection  with  the  Goodwill  on  Bonnell's  and  Jenkins'  books  would 
he  a  credit  direct  to  their  capital  accounts  and  a  charge  to  Bonnell-Jenkins  Co. 
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CHAPTER  27. 
DEPRECIATION. 

(1)  DEFINITION.  Depreciation  is  that  inevitable  lessening  in  value  which  is 
inherent  in  any  fixed  asset  used  in  a  business,  with  the  single  exception  of  land. 
As  an  accounting  term,  it  is  applied  only  to  fixed  assets,  because  any  reduction  in 
the  value  of  a  current  asset  would  usually  be  temporary  only,  or  if  permanent,  from 

a  deterioration  In  quality,  would  be  at  once  reflected  in  the  inventory  of  the  current 
assets,  the  value  of  which  can  be  much  more  accurately  ascertained  than  can  that  of 
the  fixed  assets. 

(2)  NECESSITY  FOR  CONSIDERING:  However  thorough  and  complete  may  be  the  repairs 
and  replacements  made  in  a  fixed  asset,  it  can  never  be  kept  at  the  original  value  or 
in  the  original  state  of  efficiency.  Deterioration  from  use  or  from  age  is  a  universal 
law,  whose  effect  must  be  realized  and  provided  against  as  it  occurs.  The  process  may 
be,  and  usually  is,  very  gradual,  so  much  so  that  many  persons  are  inclined  to  pay  very 
little  attention  to  it,  until  they  are  confronted  with  the  necessity  of  entirely  re- 
constructing  a  building  or  of  replacing  a  machine.  When  the  managers  of  a  business 
have  been  so  shortsighted  as  not  to  have  provided  against  the  inevitable  destruction 

of  the  value  of  a  fixed  asset,  they  find  themselves  in  a  position  which  requires  them 
either  to  charge  the  whole  cost  of  the  replacement  against  the  profits  of  the  one 
year  in  which  it  is  finally  made,  or  to  resort  to  the  expedient  of  making  a  fictitious 
addition  to  the  value  of  the  fixed  assets  on  the  books,  by  charging  as  an  additional 
investment  what  is  really  only  a  replacement  of  an  investment  already  on  the  books. 
As  the  depreciation  is  caused  by  the  use  of  the  asset  in  producing  profits  through  all 
the  years  of  its  life,  the  profits  of  each  year  should  be  required  to  stand  their  pro- 
portionate share  of  the  shrinkage  in  value.  Otherwise,  the  profits  of  those  years 
are  overstated  to  that  extent,  and  dividends  paid  out  of  them  are  paid  at  the  expense 
of  the  year  in  which  the  replacement  is  finally  made.  If  the  depreciation  that  should 
be  charged  is  large  enough  to  seriously  affect  the  profits,  the  dividends  may  actually 
be  paid  out  of  oapital,  instead  of  out  of  actual  profits.  An  additional  reason  for 
providing  for  the  proportionate  reduction  in  value  each  year  is  that,  in  no  other  way 
can  a  true  comparison  be  made  of  the  cost  of  conducting  the  business,  as  between  dif- 
ferent years. 

(3)  DEPRECIATION  AND  FLUCTUATION.   Depreciation  must  not  be  confused  with  Fluctu- 
ation. Depreciation  is  the  permanent  reduction  of  value  in  an  asset,  consequent  upon 
its  use  in  producing  profits.  Fluctuation  is  the  change  in  market  value  consequent 
upon  conditions  not  connected  with  the  business.  It  may  be  that,  from  the  increased 
value  of  materials  or  the  higher  cost  of  labor,  the  asset  will  have  temporarily  in- 
creased in  market  value.  Fluctuation  in  value  may,  therefore,  be  upward,  as  well  as 
downward.  Depreciation,  representing  the  eventual  destruction  of  an  asset,  must  always 
have  a  downward  trend. 

Since  fixed  assets  are  not  acquired  for  the  purpose  of  being  sold,  temporary 
fluctuations  do  not  affect  their  value  to  the  business.  That  value  is  measured  by 
their  efficiency  in  doing  the  work  for  which  they  were  purchased.  This  efficiency 
is  neither  increased  nor  diminished  by  any  change  in  their  market  value.  It  is  af- 
fected by  the  depreciation  which  causes  a  permanent  reduction  in  the  value  of  the  as- 
sets. For  this  reason,  fluctuation  in  the  value  of  fixed  assets  is  disregarded  in  the 
accounts.  Another  reason  is  that  the  fluctuation,  whether  upward  or  downward,  is  not 
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an  actual  profit  or  loss,  because  it  is  not  realized.  The  only  exception  to  this 
would  be  caused  by  an  actual  sale  of  an  asset  or  of  the  whole  business.  As  the 
change  in  the  valuation  would  then  be  actually  realized  in  the  sale,  the  new  valua- 
tion would  find  legitimate  expression  on  the  boolcs  at  the  time  of  the  sale. 

(4)  DEPRECIATION  AS  AIT  OPERATING-  EXPENSE.  That  depreciation  is  a  charge  against 
revenue  may  be  illustrated  in  the  case  of  machinery.  If  a  manufacturer  has  a  piece 
of  machinery  and  fails  to  provide  for  the  wear  and  tear  which  naturally  occurs,  he 
cannot  consider  that  the  purchase  of  a  new  machine,  when  the  old  one  is  worn  out,  is 
an.  addition  to  capital.  The  installation  of  the  new  machine  is  purely  a  replacement 
of  equipment,  and  as  such  is  a  charge  against  the  business.  In  order  to  arrive  at  an 
equitable  adjustment  of  this  charge,  the  cost  of  the  machine  must  be  spread  over  its 
operating  life,  as  it  would  be  unfair  and  misleading  to  make  any  one  year  stand  it  all; 
consequently  the  charge  to  profits  should  take  place  continuously  during  the  operating 
life  of  the  machine. 

The\principle  of  depreciation  can  perhaps  be  made  a  little  clearer  by  supposing 
that  the  owner  of  the  machinery  rents  it  to  himself  as  manufacturer.  Any  one  renting 
machinery,  or  in  fact  anything  else,  to  another  would  consider  not  only  a  fair  return 
for  the  capital  invested,  but  also  the  necessary  repairs  and  a  sufficient  allowance 
for  the  wear  and  tear,  in  other  words  for  depreciation.  The  manufacturer,  as  owner, 
must  demand  the  same  return  from  himself,  as  operator,  that  an  outside  owner  would, 
as  far  as  the  repairs  and  the  depreciation  go» 

(5)CAUSES  OF  DEPRECIATION.  Depreciation  is  caused  by:  (a)  the  actual  use  of  an 
asset,  the  operation  of  which  will  in  the  end  wear  it  out.  After  the  asset  is  ready 
for  use  in  the  operation  of  the  business,  the  process  of  deterioration  immediately 
sets  in,  although  the  amount  at  first  may  be  very  small.   It  is  recognized  as  only 
just  and  right  that  all  the  years  that  benefit  from  the  operation  of  the  asset  should 
be  charged  with  a  proper  share  of  its  depreciation,  (b)  Lapse  of  time  is  another  cause. 
Even  if  an  asset,  such  as  a  building  or  a  machine,  were  idle  all,  or  a  large  part  of, 
the  time,  it  will  depreciate  in  value  from  age.  In  fact,  some  kinds  of  machinery  de- 
preciate faster  when  idle  than  when  properly  used,  (c)  Another  cause  of  depreciation 
is  obsolescence,  that  is  the  going  out  of  use  of  an  asset,  because  it  has  been  super- 
seded by  one  that  does  better  work,  or  does  the  same  work  with  less  expense.  This  is 
especially  true  of  machinery  that  is  intended  for  the  manufacture  of  an  article  that 
is  only  temporarily  in  demand,  as  the  result  of  a  passing  fashion.  Unless  such  mach- 
inery is  of  a  type  which  can  be  used  for  other  purposes,  its  whole  value  is  destroyed 
by  the  cessation  of  the  demand  for  its  product,  and  the  entire  cost  must  be  provided 
for  in  a  very  short  time. 

(6)  FACTORS  DETERMINING  AMOUNT  OF  DEPRECIATION.  The  main  factors  determining 
the  amount  of  depreciation  to  be  charged  against  an  asset  are:  (a)  the  original  cost, 
including  all  the  elements  that  enter  into  it,  until  it  is  ready  to  operate  and  pro- 
duce value  for  the  business.  This  original  cost  must  be  all  provided  for  by  the  time 
the  asset  is  used  up.  This  introduces  a  second  element,  (b)  the  probable  life  of  the 
asset,  determined  by  its  character  and  the  nature  of  the  use  that  is  made  of  it.  (c) 
A  third  element  would  be  the  extent  to  which  repairs  and  replacements  are  made,  as 
an  asset  will  naturally  last  longer,  the  more  thoroughly  it  is  kept  in  repair,  (d) 
A  fourth  element  would  be  the  value  that  might  remain  when  the  asset  is  finally  dis- 
carded as  part  of  the  operating  outfit  of  a  business.  If  this  value  will  probably 
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be  no  more  than  "junk",  or  "scrap",  the  depreciation  to  he  provided  mast  naturally 

be  greater  than  if  the  asset  can  probably  be  sold  for  an  appreciable  sum.  (e)  Finally, 

the  danger  of  obsolescence  must  be  taken  into  account. 

It  will  be  readily  seen  that  the  amount  of  the  depreciation  to  be  provided  for 
is  based  upon  estimates,  and  that  there  cannot  be  anything  certain  about  it.  The 
only  guide  is  experience,  either  with  the  particular  asset  in  question,  or  with  oth- 
ers of  the  same  class.  The  attempt  to  formulate  exact  rules  or  tables  is  futile,  on 
account  of  the  great  variation  in  conditions.  The  judgment  of  those  best  fitted  to 
understand  the  conditions  in  each  case  is  the  only  basis  that  can  be  adopted. 

(7)  METHODS  OF  CHARGING  DEPRECIATION.  There  are  several  methods  of  charging 
depreciation.  One  is  to  write  off  an  arbitrary  amount,  whenever  the  profits  of  a 
year  are  larger  than  usual  and  can  stand  an  extra  charge.  This  is  not  only  unbusiness- 
like, but  it  does  not  represent  true  conditions  of  the  business,  especially  when  an 
attempt  is  made  to  compare  the  results  of  one  year's  operations  with  those  of  another. 
A  very  common  method  is  to  charge  off  a  oertain  fixed  percentage  of  the  original  cost 
every  year,  found  by  dividing  the  original  value  (less  the  estimated  residual  value), 
by  the  number  of  years  the  asset  is  expected  to  last.  The  objection  to  this  is  that 
each  year  bears  exactly  the  same  amount  of  depreciation  as  every  other  year.  As  the 
repairs  for  the  first  few  years  are  naturally  less  than  for  the  last  years  of  the  life 
of  an  asset,  it  follows  that,  by  this  method,  the  burden  of  repairs  and  depreciation 
together  is  much  greater  on  the  last  years.  To  equalize  this  burden,  the  method  that 
is  generally  accepted  as  the  best  is  to  charge  the  depreciation  at  a  fixed  percentage 
on  the  diminishing  value  of  the  asset.  That  is,  if  the  rate  of  depreciation  is  10$ 

on  an  asset  oosting  #1,000,  the  charge  the  first  year  would  be  $100,  that  for  the 
second  year  would  be  10$  on  the  remaining  $900,  and  so  on.  In  this  way,  the  first 
years,  with  their  light  burden  of  repairs,  would  have  a  heavier  burden  of  depreciation 
than  the  last  years,  when  the  expense  of  repairs  would  be  greater.  A  third  method  is 
to  charge  off  each  year  such  an  amount  as  would,  with  a  certain  rate  of  compound  inter- 
est, equal  the  value  of  the  asset  at  the  end  of  its  estimated  life. 

(8)  METHOD  OF  TREATING  DEPRECIATION  ON  THE  BOOKS,  Depreciation  may  be  expressed 
in  the  accounts  by  a  direct  credit  to  the  asset  aooount.  This  is  called  "writing  down 
the  asset."  The  objection  to  it  is  that  the  original  cost  is  lost  sight  of,  and  there- 
fore the  cost  of  eventual  replacement,  and  in  the  meantime  the  insuring  value.  To 
avoid  this,  the  original  cost  should  be  left  in  the  asset  account.  To  express  the 
depreciation,  a  charge  should  be  made  to  Profit  and  Loss  for  the  estimated  amount,  which 
should  be  credited  to  Reserve  for  Depreciation.  This  latter  account  is  really  an  off- 
set to,  and  a  reduction  from,  the  value  of  the  asset.  The  advantage  of  this  method  is 
that  the  accounts  would  then  show  not  only  the  original  cost,  but -also  the  measure  of 
the  depreciation  estimated  to  have  taken  place.  When  there  are  several  different  kinds 
of  assets  on  whioh  depreciation  is  to  be  charged,  it  is  the  practice  of  some  concerns 

t?  cpen  a  single  Reserve  for  Depreciation  account,  to  which  the  depreciation  on  all  the 
assets  Xs  credited.  The  result  is  that  the  specific  depreciation  on  each  asset  is  not 
shown.  The  proper  way  is  to  open  an  account  for  the  depreciation  on  each  class  of  as- 
sets, as  Reserve  for  Depreciation  of  Buildings,  of  Machinery  and  so  on.  In  this  way 
all  the  Information  with  regard  to  each  class  of  assets  is  readily  available.  In  the 
Balance  Sheet,  the  reserve  accounts  are  not  shown  as  liabilities,  but  are  deducted  in 
an  inside  column  from  the  respective  assets  to  which  they  apply,  the  net  amount  being 
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carried  out  as  the  "carrying  value"  of  the  asset,  thus: 

Machinery  20,000.00 

Less  Depreciation  Reserve  3.709.B8   16,290.12 

When  an  asset  is  worn  out  and  is  to  he  replaced  by  another, and  the  proper  depre- 
ciation has  been  taken  into  consideration  during  the  life  of  the  asset,  the  whole  value 
of  the  asset  is  then  represented  in  the  Depreciation  Reserve.  Crediting  the  reserve 
account  to  the  asset  would  then  show  the  extinction  of  the  asset,  and  the  new  asset 
replacing  it  can  be  charged  to  the  asset  account.  If  the  reserve  that  has  been  set  up 
is  not  large  enough  to  offset  the  asset,  the  difference  mast  be  charged  off  as  a  loss. 

When  there  are  a  number  of  similar  assets  in  one  class,  a  memorandum  account 
should  be  kept  with  each  one,  showing  the  date  of  its  purchase,  the  cost,  and  the  amount 
of  depreciation  charged  off  against  it  each  year.  The  total  of  the  depreciation  on  the 
items  should  balance  with  the  Reserve  for  Depreciation  account  for  the  whole  class. 

As  a  check  on  the  accuracy  of  the  estimate  that  has  been  made  of  the  depreciation, 
it  is  advisable  to  have  a  valuation  made  of  the  fixed  assets  by  a  competent  professional 
appraiser,  at  stated  intervals  usually  not  less  than  every  five  years.  In  addition  to 
the  advantage  of  verifying  the  depreciation,  such  an  appraisal  is  very  valuable  as  the 
basis  for  settling  a  fire  loss. 
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DIARY  OP  EVENTS. 

Since  there  has  been  sufficient  drill  in  posting  to  the  Sales  Ledger,  the  de- 
tails of  the  customers'  accounts  will  be  omitted  in  future,  to  avoid  unnecessary  and 
monotonous  routine  work.  The  totals  of  the  sales  each  month  will  be  given,  to  be 
entered  on  one  line  in  the  Sales  Register,  and  the  total  of  receipts  from  customers 
for  the  month  will,  in  the  same  manner,  be  entered  in  the  Cashbook.  The  use  of  the 
Sales  Ledger  will  be  discontinued,  but  the  controlling  account  of  Accounts  Receivable 
will,  of  course,  be  continued  as  before. 

June  1.  Peter  Boiler  paid  his  note  of  $100.00.  Paid  P.  S.  Comstock  by  voucher- 
eheck  $5,000  for  all  his  right,  title  and  interest  in  his  patent  on  a  gasoline  engine. 
The  patent  has  ten  years  and  five  months  still  to  run.  Paid  T.  M.  Brown  $250.00  for 
his  services  as  patent  attorney  in  looking  up  the  legality  of  the  patent. 

June  4.  Paid  pay  roll  $3,528.60,  being  Office  Salaries  $85.00  Salesmen's  Sal- 
aries $70.00.  Engineer  &  Firemen  $52,50,  Productive  Labor  $2,447.80  and  Ron- Productive 
$873.30. 

June  6.  Paid  Atlas  Machinery  Co.  $3,000.00,  J.  H.  Lenehan  $480.00,  John  Griffiths 
$1,500.00  and  Corry  Coal  Co.  $375.00.  By  inquiring  at  the  bank,  it  was  ascertained 
that  C.  V.  Kasson  had  paid  his  note  of  $1,228.50.  Bought  of  the  Inland  Foundry  Co.  Ma- 
terial $7,680.00,  terms  2$  10  days  net  30  and  of  the  Mercantile  Hardware  Co.  Hardware 
$2,250.00  on  the  same  terms,  and  of  International  Harvester  Co..  Farm  Implements 
$10,350.00,  terms  3%  10  days,  net  30. 

June  11.  P.  Peterson  paid  his  note  of  $3,146.25.  Paid  pay  roll  $3,492.80,  be- 
ing Office  Salaries  $85.00,  Salesmen's  Salaries  $70.00,  Engineer  &  Firemen  $57.50, 
Productive  Labor  $2,426.40  and  Non-Product ive  $853.90.  Paid  Hartman  Mfg.  Co.  $83.25 
and  Eureka  Printing  Co.  $342.50.  Paid  C.  &  N.  W.  R.  R.  Co.  $648.25.  being  $416.40  for 
Freight  In  and  $231.85  for  Freight  Out. 

June  16.  H.  M.  Rows  paid  his  note  of  $453.64.  Paid  Inla»id  Foundry  Co.  $7,526.40, 
Mercantile  Hardware  Co.  $2,205.00  and  International  Harvester  Co.  $10,039.50.  Re- 
ceived invoice  from  Dubois  Machinery  Co.,  $142.85  for  repairs  to  machinery. 

June  18.  Paid  pay  roll  $3,623.60,  being  Office  Salaries  $85*00,  Salesmen's  Sal- 
aries $70.00,  Engineer  &  Firemen  $57.50,  Labor  on  Repairs  to  Machinery  $112.80,  Pro- 
ductive Labor  $2,449.80  and  Non-Product ive  $848.50. 

June  21.  Not  having  notice  of  dishonor  from  the  bank,  it  was  assumed  that  James 
Robinson  had  paid  his  discounted  note  of  $1,260.73  due  on  the  20th.  Paid  Illinois 
Protective  Association  $10.00  for  watch  service. 

June  25.  C.  7.  Kasson  paid  his  note  of  $876.25*  Received  invoices  from  Eureka 
Printing  Co.,  for  stationery,  $53.90,  from  Mahin  Advertising  Co.  $1,650.00  (5j£t  10, 
net  30.)  from  Davis  Supply  Co.  $187.50  (net  30  days)  for  Shop  Supplies,  from  Moline 
Plow  Co.  $8,750.00  (252,  10  days)  for  Farm  Implements,  from  W.  T.  Howard  $3,627.50 
(2$,  10  days)  for  Hardware,  from  Union  Brass  Co.  $2,875.00  (2$,  10  days),  for  Material, 
from  Corry  Coal  Co.,  $387.50  for  coal,  and  from  Peters  &  Co.  $220.00  net,  for  Packages 
and  Packing  Material,  (charged  to  Miscellaneous  Selling  Expense. )  Paid  C.  &  N.  W.  R.  R. 
Co.  $432.60,  being  $348.20  for  Freight  In,  and  $84.40  for  Freight  Out,  Paid  pay  roll 
$3,770.80,  being  Office  $85.00,  Salesmen  $70.00,  Engineer  &   Firemen  $57.50.  Productive 
Labor  $2,682.40  and  Non-Produotive  $875.60. 

June  30.  Sent  voucher-checks  to  P.  Burns  for  $323.40,  being  for  salary  $150.00 
and  expenses  $173.40,  and  to  C  Conant  for  $277.80,  being  for  salary  $125.00  and 
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DIARY  OP  EVENTS  CONTINUED. 

expenses  $152.80.  H.  Snort  was  given  voucher-check  for  the  Petty  Cash  disbursement  of 
the  month,  $08.75,  being  for  Cartage  In  $10.25,  Miscellaneous  Factory  Expense  §12.60, 
Miscellaneous  Selling  Expense  $9.30,  Postage  and  other  Miscellaneous  Office  Expense 
$23.80,  Stationery  and  Printing  $7.45,  Stable  Expense  $8.40  and  Telegrams  &  Telephone 
$16.95. 

During  the  month  there  was  received  from  Customers  $47,515.30,  less  cash  dis- 
count of  $586.60.  The  Sales  amounted  to,  Hardware,  $6,142.50,  Farm  Implements  $27,300, 
00  and  Engines  $44,785.00.  Return  Sales  and  Allowances  were,  Hardware  $128.75,  Farm 
Implements  $243.20  and  Engines  $538.00*  The  total  of  the  Cash  Sales  were,  Hardware 
$1,948.75,  Farm  Implements  $1,473.80,  and  Engines  $625.00. 

When  all  the  above  is  entered  and  posted,  draw  off  and  submit  a  trial  balance 
as  of  June  30,  1904. 
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BALANCE  SHEET,  BONNELL- JENKINS  COMPANY.' JULY  1,  1910. 


ASSETS. 

LIABILITIES. 

Goodwill 

40,000 

Capital  Stock 

200,000 

Land 

20,000 

Notes  Payable 

70,070 

Buildings 

30,000 

Accounts  Payable 

51,590 

Notes  Receivable 

58,190 

Accounts  Receivable 

47,980 

Advances  on  Consignments 

1,150 

Merchandise  Inventory 

107,270 

Unexpired  Insurance 

2,900 

Cash 

14,170 
321.660 

321,660 

CLOSING  ENTRIES,  R.  A.  BONNELL,  JULY  1,  1910 


Bonnell-Jenkins  Co. 
To  Land 

Buildings 
Notes  Receivable 
Accounts  Receivable 
Advances  on  Consignments 
Merchandise  Inventory 
Unexpired  Insurance 
Cash 
To  record  transfer  of  assets  to  the  Bonnell-Jenkins  Co. 
Notes  Payable 
Accounts  Payable 

To  Bonnell-Jenkins  Co. 

To  record  assumption  of  liabilities  by  the  Bonnell-Jenkins  Co. 
Bonnell-Jenkins  Co. 

To  R.  A.  Bonnell,  Capital 

Pbr  purchase  of  R.  A.  Boimell's  Goodwill,  as  agreed. 
Stock,  Bonnell-Jenkins  Co. 
To  Bonnell-Jenkins  Co. 

Settlement  by  Bonnell-Jenkins  Co.,  as  agreed. 
R.  A.  Bonnell,  Capital 

To  Stock,  Bonnell-Jenkins  Co. 
Transfer  of  stock  to  R.  A.  Bonnell. 


178,990 


55,060 
33,930 


24,000 


114,000 


114,000 


20,000 
30,000 
41,470 
25,250 

1,150 
45,030 

1,920 
14,170 


88,990 


24,000 


114,000 
114,000 
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SOLUTION  PROBLEM  No.  12. 

OPENING  ENTRIES,  THE  BONNELL-JENKINS  COMPANY,  JULY  1,  1910. 

Subscriptions  200.000 

To  Capital  Stock  200,000 

R.  A.  Bonnell,  1140  shares  114,000 

H.  R.  Jenkins,   860    "  86,000 

To  record  subscriptions  to  Capital  of  the  Bonnell-Jenkins  Co. 
Land  20,000 

Buildings  30,000 

Notes  Receivable  41,470 

Accounts  Receivable  25,250 

Advances  on  Consignments  1,150 

Merchandise  Inventory  45,030 

Unexpired  Insurance  1,920 

Cash  14,170 

To  R.  A.  Bonnell,  Vendor  178,990 

Purchase  of  assets  of  R.  A.  Bonnell,  as  per  agreement  of  sale. 
See  minutes  of  Stockholders '  meeting,  July  1,  1910. 
R.  A.  Bonnell,  Vendor  88,990 

To  Notes  Payable  55,060 

Accounts  Payable  33,930 

Assumption  of  liabilities  of  R.A.Bonnell,  as  per  atoove  agreement. 
Notes  Receivable  16,720 

Accounts  Receivable  22,730 

Merchandise  Inventory  62,240 

Unexpired  Insurance  980 

To  H.  R.  Jenkins,  Vendor  102.670 

Purchase  of  assets  of  H.  R.  Jenkins,  as  per  agreement  of  sale. 
See  minutes  of  Stockholders'  meeting,  July  1,  1910. 
H.  R.  Jenkins,  Vendor  32,670 

To  Notes  Payable  15,010 

Accounts  Payable  17,660 

Assumption  of  liabilities  of  H.R.Jenkins  as  per  above  agreement. 
The  agreements  to  take  over  the  business  of  Bonnell  and  that 
of  Jenkins  were  two  separate  transactions  and  should  be  so  entered 
on  the  books,  and  not  combined  in  one  set  of  entries. 
Goodwill  40,000 

To  R.  A.  Bonnell,  Vendor  24,000 

H.  R.  Jenkins,   "  16,000 

Purchase  of  Goodwill,  as  authorized  by  vote  of  Stockholders  at 
meeting  held  July  1,  1910. 

R.  A.  Bonnell,  Vendor  114,000 

H.  R.  Jenkins,   "  86.000 

To  Subscriptions  200  000 

Payment  by  R.  A.  Bonnell  and  H.  R.  Jenkins  of  'their  stock  sub- 
scriptions. 
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CHAPTER  28. 
CLOSING  BOOKS  WITH  REFERENCE  TO  ALL  ELEMENTS  AFFECTING  THE  BUSINESS. 

(1)  ELEMENTS  TO  BE  TAKEN  INTO  CONSIDERATION.  In  order  to  obtain  a  true  state- 
ment of  the  real  condition  of  a  business,  it  is  not  sufficient  to  take  into  account 
only  those  items  for  which  an  account  has  been  rendered  and  placed  on  the  books. 
There  may  be  a  number  of  things  which  are  not  expressed  on  the  books,  but  which  are 
none  the  less  rightly  considered  as  assets  or  liabilities  in  the  preparation  of  the 
financial  statements  of  a  going  concern,  and  there  may  also  be  nominal  or  operating 
accounts  on  the  books,  part  or  all  of  which  do  not  represent  expense  or  profit.  These 
are  known  as  Deferred  Charges,  Deferred  Credits,  Accrued  Income  not  due,  and  Accrued 
Liabilities  not  due.  All  of  these  have  a  direct  bearing  on  the  profits  and  on  the 
financial  condition  of  a  business,  and  must  be  taken  into  account  in  making  up  a  true 
statement  of  its  operations  and  of  its  present  financial  status. 

(2)  REASONS  FOR  CONSIDERING  ELEMENTS  NOT  ON  BOOKS.   Itt  the  usual  method  of  ac- 
counting in  regard  to  the  operating  conditions  of  a  business,  it  is  seldom  the  case 
that  expenses  paid  or  incurred  or  profits  entered  on  the  books  are  considered  in 
reference  to  the  period  affected  by  them.  It  is  important  that  the  statement  of  the 
operations  of  each  fiscal  period  should  be  charged  only  with  the  expense  of  which  it 
has  had  the  benefit,  and  should  be  credited  with  all  the  income  which  it  has  earned, 
and  with  none  other.  It  will  be  readily  seen  that  certain  items  of  expense,  although 
paid  for  or  incurred  in  one  period,  are  of  benefit  to  a  subsequent  period,  or  that 
there  may  bo  income  entered  on  the  books  in  one  period,  part  of  which  may  not  be  earned 
until  the  next  fiscal  period.  On  the  other  hand  there  may  be  income  earned,  but  not 
yet  shown  in  the  books,  which  is  a  rightful  credit  to  the  operations  of  a  fiscal  period, 
although  not  charged  for  or  collected  until  later.  There  may  also  be  expenses  which 
have  accrued,  and  are  a  rightful  charge  against  one  period,  which  are  not  due  and  pay- 
able until  the  next  period. 

In  preparing  a  statement  of  the  condition  of  a  business  at  a  given  date,  the  pro- 
cess is  similar  to  that  of  preparing  the  same  kind  of  a  statement  to  be  used  as  the 
basis  of  the  sale  of  the  business  as  a  going  concern  to  other  parties,  who  have  agreed 
to  accept  it  at  the  net  worth  as  shown  by  the  statement  made  from  the  accounts.  In 
this  latter  case,  all  the  expense  and  all  the  income,  for  which  the  old  owners  are  re- 
sponsible ,v;ould  be  taken  into  consideration,  but  any  expense  rightly  chargeable  to  the 
new  owners,  or  any  income  which  their  operations  would  have  to  earn,  would  be  elimina- 
ted. While  in  the  ordinary  process  of  closing  the  books  there  is  no  expectation  of  a 
change  of  ownership,  it  may  be  said  that  there  is  a  transfer  of  the  business  from  the 
custody  of  one  year  to  that  of  another,  and  that  each  year  is  entitled  to  an  exact 
statement  of  the  affairs  that  it  transfers,  or  that  it  assumes.  Unless  this  is  done, 
the  true  results  of  each  year's  operations  would  not  be  known,  and  there  would  be  no 
correct  basis  for  the  comparison  of  one  year's  operations  with  those  of  another.  This 
comparison  is  one  of  the  most  important  objects  of  a  correct  statement  of  the  profits 
and  expenses  of  a  business,  as  in  this  way  only  can  an  intelligent  view  of  the  course 
of  the  business  be  gained. 
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DEFERRED  CHARGES. 

(3)  DEFINITION.  Deferred  Charges  are  sometimes  called  Deferred  Assets,  be- 
cause they  are  temporarily  carried  as  assets.  When  they  are  eventually  to  he  charged 
as  an  operating  expense  of  the  business,  they  are  often  specifically  designated  as 
Deferred  Charges  to  Operating,  as  more  clearly  defining  the  nature  of  the  account. 
These  accounts  of  Deferred  Charges  are  such  expenses  as  have  been  paid  or  incurred, 
all  or  part  of  which  are  chargeable  to  a  period  subsequent  to  the  date  of  the  balance 
sheet  in  which  they  appear.  While  some  of  them  do  not  represent  actual  assets,  and 
in  fact  may  be  irrevocable  expenses,  they  may  nevertheless  be  treated  as  assets,  for 
the  purpose  of  correctly  apportioning  the  expense  to  the  period  which  receives  the 
benefit  from  them. 

In  this  class  of  accounts  will  be  included  such  accounts  as  Unexpired  Insurance, 
Interest  Paid  in  Advance,  Rents  Paid  in  Advance,  Discount  on  Bonds  issued  by  a  com- 
pany, Repairs  and  improvements  on  Buildings  under  Lease,  and  Organization  Expense. 

(4)  UNEXPIRED  INSURANCE.  Unexpired  Insurance  is  more  in  the  nature  of  a  real 
asset  than  some  of  the  other  accounts  classed  as  deferred  charges,  as  it  has  an  act- 
ual cash  value,  which  can  be  realized  by  cancellation  of  the  insurance  policies. 
This  realizable  value  Is  not  as  great  as  the  amount  at  which  the  unexpired  insurance 
is  carried  on  the  books,  because  the  rate  charged  by  insurance  companies  for  a  short 
time  policy  is  proportionately  greater  than  for  a  policy  written  for  a  longer  time. 
The  premium  on  a  three  year  policy  is  only  twice,  not  three  times,  as  great  as  on  a 
one  year  policy.  In  cancelling  a  policy,  the  insurance  company  does  not  return  an 
amount  proportionate  to  the  unexpired  time,  but  only  the  difference  between  the  prem- 
ium paid  and  the  amount  that  would  be  due  as  premium  for  the  shorter  time  that  has 
elapsed.  As  an  accounting  principle  the  insurance  premium  is  pro-rated  in  proportion 
to  the  time,  because  each  period  of  the  time  has  received  its  proportionate  benefit. 
Therefore,  if  a  policy  written  for  three  years  has  still  twelve  months  to  run  at  the 
time  of  closing  the  books,  one  third  of  the  original  premium  paid  can  be  rightly 
carried  as  its  unexpired  value  in  a  deferred  oharge  called  Unexpired  Insurance.  It 

is  the  insurance  cost  which  is  chargeable  to  the  period  which  it  covers.  The  term 
Unexpired  Insurance  applies  equally  to  all  premiums  on  policies  covering  Fire,  Torna- 
do, Plate  Class  and  Employer's  Liability  for  accidents  and  damages. 

(5)  INTEREST  PAID  IN  ADVANCE.  When  notes  payable  have  been  issued  or  notes  re- 
ceivable have  been  discounted  at  a  bank,  and  the  interest  has  been  deducted  from  the 
face  of  the  notes  in  advance,  or  when  notes  payable  have  been  issued  with  interest  to 
date  of  maturity  ^included  in  the  face  of  the  notes,  the  amount  of  the  interest  which 
is  proportionate  to  the  time  the  notes  have  yet  to  run,  is  Interest  Paid  in  Advance. 
It  is  in  reality  the  prepayment  of  an  expense,  and  each  period  that  receives  the  bene- 
fit of  the  use  of  the  money  should  stand  its  share  of  the  interest  charge,  in  propor- 
tion to  the  time  it  enjoys  the  use  of  the  money. 

(6)  RENTS  PAID  IN  ADVANCE.  Sometimes  Rent  is  paid  for  a  greater  or  less  time  in 
advance,  either  on  the  lease  of  ground  or  buildings,  or  for  machinery  that  is  rented 
from  some  one  else,  and  not  owned  by  the  business.  The  treatment  of  this  prepaid 
rent  is  similar  to  that  of  prepaid  interest,  and  for  the  same  reason.  In  the  case 

of  the  lease  of  machinery  the  charge  is  often  due  to  the  fact  that  the  machinery  is 
patented,  and  the  owner  of  the  "patent  will  not  sell  the  machinery  but  will  allow  it 

Copyright,  1912 ,  Charles  H.  Danger 
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to  "be  used  only  on  a  rental  "basis.  The  only  difference  in  the  treatment  of  such  an 
item  might  be  that  it  could  be  considered  as  a  prepaid  royalty,  rather  than  as  a  rent- 
al paid  in  advance.  The  effect  would  be  the  same,  whichever  term  is  used. 

(7)  DISCOUNT  ON  BONDS.  When  an  issue  of  bonds  is  sold  at  a  discount,  and  the 
discount  is  considered  as  an  anticipation  or"  prepayment  of  interest  on  the  bonds,  it 
becomes  necessary  to  treat  the  discount  as  a  deferred  charge.  It  would  be  manifestly 
unfair *to  charge  one  year's  operations  with  the  entire  amount  of  the  discount,  becaise 
the  discount,  being  a  prepayment  of  interest  for  the  whole  time  covered  by  the  bonds, 
should  be  equally  distributed  over  the  life  of  the  bonds.  It  then  becomes  necessary 
to  charge  each  year's  operations  with  such  an  amount  as  will  extinguish  the  discount 
at  the  maturity  of  the  bonds.  In  the  meantime,  the  balance  of  the  discount  must  be 
oarried  as  a  deferred  charge  in  the  balance  sheet.  The  whole  question  of  the  treat- 
ment of  discount  on  bonds  will  be  more  fully  considered  later. 

(8)  REPAIRS  AND  IMPROVEMENTS  ON  PROPERTY  UNDER  LEASE.   It  ifl  often  the  case  that 
extraordinary  repairs  and  improvements  are  made  on  buildings  or  other  property  held 
under  a  lease,  which  revert  to  the  owner  of  the  fee  at  the  expiration  of  the  lease. 
In  such  instances  the  value  of  the  repairs  and  improvements  would  eventually  be  lost 
to  the  lessee  and  it  is  necessary  to  write  off  the  cost  during  the  term  of  the  lease, 
each  fiscal  period  being  charged  with  its  share  of  the  cost,  since  it  has  had  its 
proportionate  share  of  the  benefit  derived  from  it. 

Alterations  and  improvements  which  do  not  add  to  the  intrinsic  value  of  a  fixed 
asset,  but  which  do  increase  its  efficiency,  either  by  increasing  the  output  or  by 
lowering  the  cost  of  operation,  may  be,  and  often  are,  charged  over  several  years' 
operations,  especially  if  the  alterations  and  improvements  are  extensive.  The  year 
in  which  they  were  made  should  not  be  required  to  assume  all  the  burden,  when  subse- 
quent years  receive  an  equal  benefit.  In  the  meantime,  they  must  be  carried  as  de- 
ferred charges. 

(9)  ORGANISATION  EXPENSE.  Any  expenses  incidental  to  the  organization  of  a  com- 
pany, such  as  charter  fees,  legal  expense  and  promotion  charges,  are  usually  charged 
to  Organization  Expense.  VThen  this  account  is  so  large  as  to  be  an  unfair  charge 
against  the  first  year's  operations,  it  should  be  carried  as  a  deferred  charge  and 
written  off  over  several  years,  usually  from  three  to  five. 

(10)  ADVERTISING.  Advertising  of  a  general  nature,  intended  to  make  the  products 
of  a  business  known  to  the  consumers,  has  an  effect  that  reaches  beyond  the  period  in 
which  it  is  paid  for.  As  part  of  the  benefit  of  the  advertising  accrues  to  the  future, 
it  is  entirely  legitimate  to  carry  a  fair  proportion  of  the  cost  as  a  deferred  charge. 
This  is  especially  true  when  advertising  campaigns  are  entered  upon  on  a  large  scale 
by  manufacturers,  with  a  view  to  making  a  national  demand  for  their  products. 

DEFERRED  CREDITS. 

(11)  DEFINITION.  Deferred  Credits  are  those  credits  to  income  which  are  not  all 
earned  in  the  period  in  which  they  originate,  and  for  which  the  subsequent  period  must 
perform  some  service  before  it  can  earn  its  share  of  the  profit  represented  by  the 
items.  This  servioe  may  involve  the  incurring  of  a  proportionate  expense  before  the 
income  is  finally  earned,  or  it  may  involve  only  the  element  of  the  time  that  must 
elapse  before  it  is  earned. 

Copyright,  1912,'  Charles  H.  Langer 
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(12)  UNEARNED  SUBSCRIPTIONS  AND  ADVERTISING.  An  example  of  a  deferred  credit, 
which  involves  a  proportionate  expense  before  it  becomes  earned  income,  is  the  Tin- 
earned  subscriptions  of  a  periodical  publication.  As  the  subscriptions  are  paid  in 
advance,  only  that  portion  of  them  can  be  considered  as  an  income  of  the  period  in 
which  they  are  paid  which  includes  the  number  of  copies  that  are  issued  in  that  period. 
The  remainder  of  the  subscription  must  be  carried  forward  as  a  credit  to  the  next  peri- 
od, which  will  have  to  bear  the  burden  of  the  expense  of  issuing  the  periodical,  in 
order  to  earn  the  income  represented  by  the  credit.  It  is  not  difficult  to  arrive  at 
the  proper  figures  for  this  calculation,  as  all  the  subscriptions  received  in  each  week 
or  month,  as  the  case  may  be,  are  considered  as  one  amount.  In  the  same  way,  Advertis- 
ing 3hould  be  credited  to  the  period  in  which  it  appears  in  the  periodical,  without  re- 
gard to  the  time  it  is  actually  paid  for. 

(13)  UNEARNED  INTEREST.  Unearned  Interest,  or  Interest  Received  in  Advance, is 
often  met  with  in  those  classes  of  business  where  notes  are  taken  from  customers,  tha 
notes  Including  interest  to  their  maturity.  This  is  an  example  of  a  class  in  which 
the  element  of  elapsed  time  is  involved.   It  is  the  opposite  of  Interest  Paid  in  Ad- 
vance, and  the  unearned  portion  of  the  interest  should  be  credited  to  the  next  period, 
which  must  earn  it  by  waiting  for  the  use  of  the  money  until  the  notes  mature  and  are 
paid. 

(14)  ACCRUED  INCOME  NOT  DUE. 

Income  may  be  earned  in  one  period,  although  it  may  not  become  due  and  payable 
until  a  subsequent  period.  It  must  be  of  such  a  character  that  it  can  be  definitely 
calculated,  and  will  become  a  positive  claim  when  it  becomes  due.  Examples  are,  In- 
terest accrued  on  notes  receivable  that  bear  interest  from  date,  Interest  accrued  on 
bonds  held  as  an  investment,  Rentals  that  are  not  payable  until  the  end  of  the  term 
covered  by  them,  and  Royalties  that  are  payable  at  stated  periods  after  they  are  earn- 
ed. These  are  all  definite  in  character  and  their  collection  can  be  enforced  when 
they  become  due.   This  is  not  the  case  with  dividends  on  stocks  held  as  investments, 
for  however  probable  it  may  be  that  they  will  be  paid  at  the  regular  time,  they  are 
not  absolutely  certain  to  be  declared. 

(15)  ACCRUED  LIABILITIES  NOT  DUE. 

Acorued  Liabilities  arise  when  obligations  are  incurred  which  are  not  payable 
until  some  date  subsequent  to  that  of  the  Balance  Sheet,  and  which  are  often  not  in 
such  shape  as  to  have  been  already  entered  on  the  books.  The  obligations  must  be 
considered  in  the  preparation  of  financial  statements  for  two  reasons:  first  to  cor- 
rectly show  the  operating  expense  of  the  period  in  which  they  were  incurred,  and 
second,  in  order  to  exhibit  the  total  amount  of  liability  at  the  time.  As  there  are 
always  a  number  of  such  obligations  at  the  close  of  each  fiscal  period,  and  as  they 
often  aggregate  about  the  same  amount  from  year  to  year,  many  business  houses  do  not 
take  them  into  consideration,  claiming  that  one  yeai-  offsets  the  other.  They  lose 
sight  of  the  fact  that  the  Balance  Sheet  of  each  period  is  incorrect  in  respect  to 
showing  the  full  liability. 

The  more  familiar  accrued  accounts  are  Bond  Interest,  Interest  on  Notes  Payable 
which  bear  interest  from  date,  Taxes,  Royalties  and  Wages  accrued,  but  not  payable  un- 
til later.  Wages,  owing  to  their  special  character  and  the  fact  that  they  are  due 
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In  a  very  short  time,  are  treated  as  a  special  item  In  the  Balance  Sheet  under  the 
caption  of  Wages  Payahle.  Aoorued  Taxes  is  one  of  this  class  of  liabilities  seldom 
taken  into  consideration  at  the  close  of  a  fiscal  period,  unless  the  hooks  are  closed 
by  a  public  accountant.  It  must  be  remembered  that  the  taxes  due  and  payable  some 
months  after  the  beginning  of  a  calendar  year,  are  really  the  taxes  of  the  previous 
year,  and  that  they  are  all  accrued  at  the  end  of  that  year. 

METHOD  OP  TREATMENT  IN  THE  ACCOUNTS. 

(16)  DEFERRED  CHARGES.  These  items  may  be  treated  in  either  of  two  ways.  Each 
account  may  be  credited,  and  Profit  and  Loss  charged  with  the  amount  belonging  to  the 
period,  thus  leaving  in  the  account  a  debit  balance,  which  is  carried  forward  as  a 
Deferred  Charge.  Or  an  entry  may  be  made  crediting  the  account  and  debiting  Deferred 
Charges  account,  leaving  in  the  account  the  amount  to  be  then  charged  to  Profit  and 
Loss.  The  advantage  of  the  latter  method  lies  in  the  clearer  expression  of  the  nature 
of  the  amount  as  an  asset,  as  the  name  Deferred  Charge  is  indicative  of  this  nature 

to  a  greater  degree  than  if  a  balance  is  brought  down  in  the  expense  account  itself 
as  an  asset. 

(17)  ACCRUED  INCOME  NOT  DUE.  This  may,  in  a  similar  manner,  be  left  in  each  ac- 
count as  a  balance,  by  charging  the  account  and  crediting  Profit  and  Loss  an  amount 
as  much  larger  than  the  balance  of  the  account  as  the  accrued  income  amounts  to,  or 
by  charging  Accrued  Income  account  and  crediting  the  original  account  with  the  amount 
of  the  Income  accrued,  the  increased  balance  being  then  credited  to  Profit  and  Loss. 

(18)  DEFERRED  CREDITS.  These  being  the  opposite  of  Deferred  Charges,  can  be 
treated  in  a  similar  manner,  but  in  reverse,  and  ACCRUED  LIABILITIES  NOT  DUE,  being 
the  opposite  of  Accrued  Income  not  due.  can  also  be  treated  in  the  same  manner  in 
reverse. 

(19)  RESERVE  FOR  BAD  AND  DOUBTFUL  ACCOUNTS. 

The  Notes  and  Accounts  Receivable  on  the  Balance  Sheet  are  not  absolutely  cer- 
tain assets^  as  there  is  a  probability  that  some  of  them  may  not  be  paid.  The  lia- 
bility to  loss  on  these  assets  is  chargeable  against  the  period  which  accepted  the 
notes  and  accounts.  As  the  amount  of  this  loss  cannot  be  ascertained  until  some  time 
has  elapsed,  the  only  way  to  charge  the  period  with  it  is  to  estimate  the  amount,  ac- 
cording to  the  past  experience  of  the  business.  This  estimate  may  be  a  percentage  on 
the  total  of  the  notes  and  accounts  on  the  books,  or  it  may  be  a  lump  sum.  In  any 
event,  it  is  charged  to  Profit  and  Loss  and  credited  to  Reserve  for  Bad  and  Doubtful 
Accounts.  Any  notes  or  accounts  which  afterwards  prove  to  be  losses  are  charged  to 
this  Reserve  account,  and  not  to  Profit  and  Loss,  as  the  charge  to  Profit  and  Loss 
on  their  account  has  already  been  made  when  the  Reserve  was  set  up.  On  the  Balance 
Sheet  the  Reserve  may  be  shown  as  a  deduction  from  the  total  of  the  Notes  and  Ac- 
counts Receivable,  and  the  remainder  carried  out  as  assets,  or  the  Reserve  account 
may  be  shown  as  a  liability.  The  latter  is  the  usual  method,  as  the  Reserve  is  only 
a  contingent  liability,  and  not  as  yet  an  actual  loss,  like  Depreciation,  which  is 
usually  deducted  from  the  asset  on  the  Balance  Sheet,  showing  the  original  value, 
less  the  reserve,  the  net  amount  being  extended  as  the  carrying  value  of  the  asset. 

Copyrigrt,  1912,  Charles  H.  Langer 
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ADAIJS  -   DRAPER  COMPANY 


GENERAL  LEDGER  TBTAT,  BALANCE  - 

JUNE  30.   1904 

1 

Capital  Stock 

75,000.00 

4 

Land 

5,000.00 

4 

Buildings 

21,500.00 

5 

Machinery,  Tools  &  Equipment 

6,575.00 

5 

Horses  &  Wagons 

1,205.00 

6 

Furniture  &  Fixtures 

393.00 

6 

patents 

5,250.00 

7 

Real  Estate  Mortgage 

12,500.00 

8 

Notes  Receivable  Stock  Subscription 

5,000.00 

8 

First  National  Bank 

8,946.06 

8 

Petty  Cash 

100.00 

9 

Note 8  Receivable 

4,088.40 

10 

Accounts  Receivable 

50,054.95 

11 

Merchandise  Inventory 

44,474.78 

11 

Unexpired  Insurance 

191.66 

12 

Note 8  Receivable  -  Discounted 

4,088.40 

13 

Notes  Payable 

11,396.98 

14 

Accounts  Payable 

17.506.70 

19 

Material  Purchases 

23,997.50 

19 

Hardware  Purchases 

8,152.50 

20 

Farm  Implement  Purchases 

27,429.50 

20 

Freight  &  Cartage  In 

954.85 

21 

Productive  Labor 

14,892.30 

21 

Non-productive  Labor 

5,482.50 

22 

Repairs  to  Machinery  &  Equipment 

255.65 

22 

Heat,  Light  &  Power 

1,145.00 

23 

Shop  Supplies 

396. 15 

23 

Stable  Expense 

138.15 

24 

Miscellaneous  Factory  Expense 

41.00 

25 

Hardware  Sales 

13,944.40 

26 

Farm  Implement  Sales 

58,283.55 

27 

Engine  Sales 

52.351.85 

29 

Hardware  Returned  Sales  &  Allowances 

192.15 

29 

Farm  Implement  Returned  Sales  &  Allowances                   418.20 

29 

Engine  Returned  Sales  &  Allowances 

698.00 

30 

Salesmens  Salaries 

1,050.00 

30 

Salesraens  Traveling  Expense 

570.40 

30 

Advertising 

4,180.40 

31 

Freight  4  Cartage  Out 

363.75 

31 

Miscellaneous  Selling  Expense 

229.30 

31 

Office  Salaries 

1,060.00 

32 

Stationery  &  printing 

145.30 

32 

Telegrams  &  Telephone 

21.15 

32 

Miscellaneous  Office  Expense 

37.60 

33 

Insurance  &  Taxes 

480.00 

33 

Interest 

119.97 

34 

Discount  on  Purchases 

1,359.49 

34 

Discount  on  Sales 

901.20 

35 

Advances  to  Salesmen 

300.00 

246,431.37 

246,431.37 
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DIARY  OP  EVENTS. 

In  order  to  avoid  useless  repetition  and  yet  to  "bring  the  accounts  to  the  end 
of  the  year,  so  that  the  "books  can  he  closed  with  the  various  elements  which  would  re- 
sult from  a  year's  operation,  the  following  totals  are  given  of  the  transactions  for 
the  remainder  of  the  fiscal  year  ending  April  30,  1905.  Each  entry  is  to  be  made  in 
the  proper  hook  as  of  date  of  April  30,  1905. 

VOUCHER  RECORD.  Material  Purchases  $113,372.80,  Hardware  Purchases  §35,695.30, 
Farm  Implement  Purchases  $121,970.40,  less  Discount  on  Material  $1,680.61,  on  Hard- 
ware $527.35,  and  on  Farm  Implements  $1,007.75.  Productive  Lahor  $75,360.50,  non- 
productive $26,238.40,  Freight  £  Cartage  In  $4,381.20,  Repairs  to  Machinery,  Tools  & 
Equipment  $1,282.30,  Heat,  Light  &  Power  $5,630.40,,  Shop  Supplies  $2,080.40,  Miscellan- 
eous Factory  Expense  $195.75,  Stahle  Expense  $690.-91,  Salesmen's  Salaries  $5,625.00, 
Salesmen's  Traveling  Expense  $3,265.25,  Advertising  $22,050.00,  Miscellaneous  Selling 
Expense  $1,125.65,  Freight  &  Cartage  Out  $1,892.10,  Office  Salaries  $8,325.00,  Station- 
ery &  Printing  $730.15,  Miscellaneous  Office  Expense  $183.00,  Telegrams  &  Telephone 
$135.80,  Insurance  &  Taxes  §560.00,  Interest  $327.40,  Notes  Payahle  paid  $31,396.98. 
All  the  accounts  prior  to  July  1  were  paid,  "but  of  the  new  accounts  there  remained  un- 
paid $12,180.23. 

CASH.  There  was  received  from  Notes  Payable  $35,000.00,  from  Notes  Receivable 
Discounted  $6,000.00  and  from  Accounts  Receivable  $422,809.75,  less  Discount  of 
$4,465.10.  There  was  paid  for  Accounts  Payable  $463,825.45,  which  included  the  Notes 
Payable  paid. 

JOURNAL. Charge  Notes  Receivable  and  credit  Accounts  Receivable  $15,820.00. 
Charge  Notes  Receivable  Discounted  and  credit  Notes  Receivable  $4,088.40.  Charge 
Office  Salaries  and  credit  Interest  $300.00,  A.  B.  Miller  having  requested  that  the 
interest  on  his  note  for  $5,000.00  to  April  30,  1905  be  charged  against  his  salary  as 
office  manager. 

SALES  REGISTER.  Hardware  Sales  were  $41,135.85,  Farm  Laplement  Sales  $172,938.20 
and  Engine  Sales  $267,272.80,  a  total  debit  to  Accounts  Receivable  $481,346.85.  Re- 
turn Sales  and  Allowances  were,  Hardware  $610.20,  Farm  Lroplements  $2,340.15  and  En- 
gines $2,840.50,  a  total  credit  to  Accounts  Receivable  of  $5,790.85. 

Prepare  and  submit  a  Trial  Balance,  preparatory  to  closing  the  books  for  the 
year. 
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CHAPTER  29. 
THE  REVENUE  ACCOUNT  AND  STATEMENT. 

(1)  PURPOSE  OP  REVENUE  ACCOUNT.  The  Revenue  account,  also  called  Income  account. 
Profit  and  Lose  account,  or  Loss  and  Gain  account  is  a  temporary  account  on  the  ledg- 
er, designed  to  show  the  financial  results  of  the  operations  of  a  "business  for  a  stat- 
ed period  of  time.  This  account  is  opened  only  at  the  close  of  a  fiscal  period,  and 
to  it  are  transferred,  "by  Journal  entry,  all  the  profit  and  loss,  or  nominal  accounts, 
it  "being  charged  with  all  those  which  represent  expense  or  loss,  and  credited  with  all 
that  represent  profit.  The  final  "balance  of  the  Revenue  account,  if  a  credit,  will  be 
the  profit,  if  a  debit,  the  loss  for  the  period.  This  balance  is  at  once  transferred, 
by  Journal  entry,  to  the  capital  account  of  a  single  proprietor,  or  divided  between 
the  capital  accounts  in  the  agreed  ratio  in  a  partnership,  or  transferred  to  Surplus 
account  in  a  corporation.  The  Revenue  or  Profit  and  Loss  account,  being  thus  closed, 
is  not  re-opened  until  the  close  of  the  next  fiscal  period. 

(2)  REASONS  FOR  DIVISION  INTO  TABLES.  In  a  trading  business,  as  has  been  shown, 
it  is  necessary  only  to  ascertain  the  cost  of  the  goods  bought  and  sold,  and  to  ar- 
rive at  the  amount  realized  on  those  sold,  to  find  the  gross  profits.  By  charging 
against  the  gross  profits  the  general  expenses  of  the  business,  the  net  profits  are 
ascertained.  In  a  manufacturing  enterprise  it  is  necessary  to  obtain  very  much  more 
information.  It  must  be  ascertained  how  much  it  costs  to  manufacture  the  goods,  so 
that  the  comparative  cost  of  one  year  with  another  may  he  known,  in  order  to  see 
whether  changes  in  methods  have  resulted  in  a  saving  of  cost  or  the  reverse.  The 
cost  of  selling  the  goods  must  also  he  ascertained,  so  that  an  intelligent  idea  may 
be  gained  of  the  effect  of  the  different  activities  in  the  selling  department. 

(3)  DIVISIONS  GENERALLY  MADE.  For  these  reasons  a  manufacturer  divides  his  oper- 
ations under  three  heads,  those  pertaining  to  the  manufacture  of  the  goods,  those  per- 
taining to  their  sale,  and  those  which  are  general  in  character  and  cannot  be  said  to 
belong  in  either  the  manufacturing  or  selling  departments.  Sometimes  this  division 

of  the  Revenue  account  into  departments  is  expressed  on  the  books  by  opening  the  three 
accounts  of  Manufacturing,  Selling,  or  Trading,  and  General  Profit  and  Loss  or  Admin- 
istration, each  account  being  charged  and  credited  with  the  appropriate  items,  the 
balance  of  Manufacturing  "being  transferred  to  Selling  and  that  of  Selling  to  Profit 
and  Loss.  The  same  effect  can  be  secured,  without  the  opening  of  the  Manufacturing 
and  Selling  accounts,  by  posting  all  the  nominal  accounts  in  detail  to  the  General 
Profit  and  Loss  account,  by  sections.  The  manufacturing  items  having  been  posted 
first,  the  balance  can  be  brought  down  on  the  same  page,  tho  selling  items  posted  and 
the  balance  brought  down,  the  general  items  posted  and  the  final  balance  shown.  Or, 
all  the  entries  may  be  made  in  tho  general  Profit  and  Loss  account  on  the  ledger  and 
the  different  analytical  statements  prepared  independently. 

(4)  THE  MANUFACTURING  ACCOUNT.  To  the  Manufacturing  account  on  the  ledger  would 
be  charged  the  inventory  of  the  partly  finished  goods,  or  goods  in  proce33,  at  the 
beginning  of  the  period;  the  cost  of  raw  material  consumed,  including  the  freight  and 
cartage  to  "bring  it  to  tho  factory;  the  labor;  the  expense  of  repairs  and  replacement 
of  machinery,  tools  and  equipment;  the  factory  heat,  light  and  power;  the  shop  supplies, 
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such  as  oil  and  waste;  depreciation  of  buildings,  machinery,  tools  and  equipment;  and 
in  short,  all  the  costs  and  expenses  necessitated  by  the  maintenance  and  operation  of 
the  factory.  The  total  of  all  these  constitutes  the  cost  of  the  finished  and  partly 
finishod  goods  produced  during  the  period.  As  this  total  includes  the  cost  of  the 
partly  finished  goods  on  hand  at  the  end  of  the  period,  it  is  necessary  to  credit  it 
with  the  cost  of  those  partly  finished  goods, as  shov/n  by  the  inventory,  in  order  to 
arrive  at  the  cost  of  the  goods  which  have  been  finished  during  the  period  and  turned 
over  to  the  selling  department  for  sale.  The  cost  of  the  partly  finished  goods  ap- 
pearing in  the  Inventories  at  tho  boginning  and  the  end  of  the  period  would  include 
not  only  tho  raw  material  and  productive  labor  which  have  gone  into  them,  but  also 
thoir  proper  share  of  tho  factory,  or  manufacturing,  expense.  The  cost  of  the  raw  ma- 
terial consumed  Is  found  by  charging  the  Manufacturing  account  with  the  inventories  of 
material  at  the  beginning  of  tho  period  and  with  the  purchases  of  material  during  the 
time,  and  by  crediting  it  with  the  inventories  of  material  at  the  end  of  the  period. 

In  making  tho  classification  of  tho  expenses  to  be  chargod  to  the  Manufacturing, 
Selling,  or  General  divisions  of  the  accounts,  there  is  room  for  considerable  differ- 
ence of  opinion.  One  of  the  mo3t  marked  of  these  differences  concerns  the  treatment 
of  cash  discount  on  purchases.  Some  hold  tho  opinion  that  'it  is  a  reduction  of  the 
cost  of  the  material,  and  credit  it  to  tho  Manufacturing  account,  or  deduct  it  from 
tho  cost  of  tho  material,  so  as  to  get  the  net  cost.  Others  say  that,  since  it  a- 
rises  from  the  fact  that  the  proprietor  has  put  enough  capital  into  the  business  to 
allow  of  the  taking  of  the  discount,  it  should  bo  considered  a  general  profit,  not 
directly  affecting  tho  cost  of  manufacturing.  Both  have  good  arguments  to  sustain 
thoir  contentions,  and  neither  treatment  is  considered  wrong.  A  similar  difference 
is  found  in  tho  treatment  of  depreciation,  but  those  who  contend  that  it  is  a  gener- 
al expense,  because  tho  proprietor  is  bound  to  keep  his  buildings  and  other  equipment 
in  a  propor  state  of  efficiency,  do  not  seem  to  have  valid  reasons  for  their  claim. 
Depreciation  arises  from  the  use  of  an  asset,  and  as  that  use  Is  for  the  purpose  of 
producing  the  goods  manufactured,  the  wear  and  tear  of  the  asset  is  directly  caused 
by  tho  manufacturing,  and  should  be  considered  an  element  of  it. 

(5)  SELLING,  OR  TRADING,  ACCOUNT.  The  Selling,  or  Trading,  account  on  the  ledger 
is  charged  with  the  inventory  of  finished  goods  on  hand  at  the  beginning  of  the  peri- 
od, with  the  cost  of  the  goods  manufactured,  as  brought  down  from  the  Manufacturing 
account,  and  with  the  Selling  Expense.  This  would  include  all  those  items  which  are 
intended  to  produce  sales,  as  well  as  thoso  which  are  requisite  in  shipping  the  goods 
and  in  delivering  them  to  tho  customers.^  Salesmen's  salaries  and  expenses,  advertis- 
ing, agents'  commissions,  and  freight  and  cartage  on  sales  would  be  included  in  this 
division,  togothor  with  any  other  expenses  directly  chargeable  to  this  section  of  the 
Revenue  account.  It  is  credited  with  tho  inventory  of  finished  goods  on  hand  and 
with  the  balance  of  the  Sales  aocount,  after  that  account  has  been  charged  with  the 
Returned  Gales  and  Allowances,  that  is,  with  tho  not  sales.*  This  method  is  prefer- 
able to  that  of  showing  tho  returned  sales  as  a  debit  to  the  account,  since  the  re- 
turned sales  are  not  an  expense,  but  are  really  a  reduction  of  the  total  volume  of 
sales.  Cash  discount  on  sales  may  be  considorod  a  general  or  a  selling  expense,  ac- 
cording to  the  view  taken  of  its  nature.  If  the  discount  on  purchases  has  been  cred- 
ited to  tho  manufacturing  account,  discount  on  sales  must  be  charged  to  the  selling 
account.  Whichever  view  is  taken  of  the  subject,  tho  treatment  of  the  two  classes  of 
discount  must  be  uniform. 
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There  are  a  number  of  expenses  of  so  general  a  character  that  it  is  difficult  to 
apportion  them  to  specific  departments  of  the  business.  Such  are  the  salaries  of  of- 
ficers and  clerks,  whose  time  and  attention  are  occupied  partly  with  the  buying  of 
material  and  with  other  work  connected  with  the  factory,  and  partly  with  the  selling 
of  the  finished  goods,  the  keeping  of  the  accounts  and  other  work  incidental  thereto. 
If  the  business  is  largo  enough  to  require  the  entire  time  of  a  purchasing  agent  and 
of  a  staff  of  clerks  to  keep  the  accounts  connected  with  the  manufacturing,  and  of  a 
complete  department  that  attends  only  to  the  selling,  these  expenses  can  be  charged 
directly  to  the  manufacturing  or  selling  accounts  respectively.  If  the  same  persons 
are  engaged  part  of  their  time  in  one  class  of  duty,  and  part  of  their  time  in  the 
other,  their  expenses  and  the  general  office  expenses  that  are  incidental  to  their 
work  may  be  divided  between  the  Manufacturing  and  Selling  accounts  at  an  estimated 
percentage. 

The  final  balance  of  the  Selling  account  is  the  Gross  Profit  on  Sales.  This  bal- 
ance is  brought  forward  to  the  next  section  of  the  Revenue  account. 

(6)  PROFIT  AND  LOSS,  OR  ADMINISTRATION.  The  third  division  of  the  operations  is 
the  account  of  General  Profit  and  Loss,  or  Administration.  This  account  is  credited 
with  the  gross  profit  brought  forward  from  the  Selling  account,  and  is  charged  with 
the  general  administrative  expenses,  such  as  the  salaries  of  officers  and  clerics,  of- 
fice supplies,  telegrams  and  telephone,  auditing  and  miscellaneous  office  expense, 
except  to  the  extent  to  which  any  of  them  have  been  already  distributed  to  the  man- 
ufacturing and  selling  accounts.  At  this  point,  this  account  is  sometimes  divided, 
the  items  so  far  enumerated  being  included  in  the  first  section,  the  balance  of  which 
is  brought  forward,  as  Net  Profit  on  Operation,  to  a  second  section,  to  which  would 
be  charged  interest  on  loans,  cash  discount  on  sales,  losses  on  bad  debts,  and  any 
extraordinary  expense  not  directly  connected  with  the  operation  of  the  business.  To 
it  would  be  credited  cash  discount  on  purchases,  income  from  investments,  and  miscel- 
laneous income  outside  of  the  regular  business. 

The  final  balance  of  the  Profit  and  Loss  account  is  the  Net  Profit  for  the  period. 
In  a  partnership  this  profit  is  credited  to  the  partners'  accounts  in  the  agreed  prof- 
it and  loss  sharing  ratio.  In  a  corporation  it  is  credited  to  the  Surplus  account. 
If  the  final  result  is  a  loss,  instead  of  a  profit,  the  loss  would  be  charged  to  the 
partners'  accounts,  or  to  Surplus. 

(7)  PERSONIFYING  THE  ACCOUNTS.  Often  the  three  divisions  of  a  manufacturing  busi- 
ness are  explained  by  supposing  that  there  are  three  persons  concerned  in  them,  one 
who  attends  to  the  making  of  the  goods,  another  who  superintends  and  is  responsible 
for  their  sale,  and  a  third,  who  is  the  proprietor  or  capitalist,  who  furnishes  the 
capital  v/ith  which  the  business  is  carried  on,  and  who  is  responsible  for  the  general 
conduct  of  tho  enterprise  and  for  the  general  expenses  necessary  for  its  prosecution. 
Tho  manufacturer  makes  the  goods  and  turns  them  over  to  the  seller.  The  seller  dis- 
poses of  them  and  turns  over  the  net  procoeds  to  tho  proprietor,  who  finally  keeps 
tho  net  profits,  after  providing  for  tho  general  expense.  In  dividing  tho  expenses 
between  the  three  divisions,  this  personification  is  often  a  help,  if  the  person  mak- 
ing tho  division  will  put  himself  in  the  place  of  one  or  other  of  the  supiosed  persons 
and  will  decide  from  that  viewpoint  whether  he  would  consider  himseli  responsible  for 
certain  expenses  or  not. 

(8)  SURPLUS.  Strictly  speaking,  the  term  Surplus  means  only  the  excess  of  the  as- 
sets of  a  company  over  its  capital  and  outside  liabilities.  It  may  arise  in  either  of 
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two  ways,  by  being  contributed,  or  by  "being  earned.  Contributed  Surplus  consists  of 
money  or  property  paid  in  by  the  stockholders  in  excess  of  the  par  value  of  their 
stock.  This  is  always  done  in  the  case  of  insurance  companies  to  provide  the  neces- 
sary re-insurance  reserve,  and  is  frequently  done  in  the  case  of  banks  in  order  to 
strengthen  their  credit.  It  is  sometimes  done  in  other  companies,  when  losses  have 
occurred  which  would  impair-  the  capital,  if  the  stockholders  did  not  contribute 
funds  to  form  a  surplus,  against  which  the  losses  could  be  charged.  This  contribu- 
tion of  Surplus  sometimes  takes  the  form  of  a  reduction  of  the  capital  by  a  pro-rata 
scaling  down  of  the  stock,  the  reduction  being  credited  to  Surplus,  instead  of  being 
paid  to  the  stockholders.  A  credit  to  Surplus  would  also  be  produced  if  part  of  the 
stock  were  bought  in  at  less  than  its  book  value.  Sometimes  the  common  stockholders 
are  allowed  to  exchange  their  stock  for  preferred  stock  by  paying  a  premium.  This 
premium  would  be  in  the  nature  of  contributed  surplus. 

Earned  Surplus  arises  from  the  fact  that  the  profits  made  in  the  operations  of 
the  business  have  beoti  retained  in  the  business  to  strengthen  its  financial  condition. 
Just  as  no  individual  is  wise  who  spends  all  his  income  for  personal  expenses,  so  no 
company  is  well  managed  that  distributes  all  its  earnings  in  dividends  to  its  stock- 
holders . 

All  surplus,  whether  contributed  or  earned,  is  available  for  dividends,  unless 
specific  provisions  have  been  made,  dedicating  it,  or  a  portion  of  it,  to  some  def- 
inite purpose.  This  is  almost  always  tho  case  with  contributed  surplus,  the  dona- 
tion from  the  stockholders  being  conditioned  on  its  being  retained  in  the  business 
for  working  capital,  or  for  some  other  specific  object.  It  often  happens  that  a  por- 
tion of  the  earned  surplus  is  dedicated  in  a  similar  manner  for  some  definite  purpose 
by  a  vote  of  the  stockholders,  or  by  the  trust  deed  securing  an  issue  of  bonds.  The 
stockholders  may  direct  that  a  portion  of  the  profits  be  retained  for  the  purpose  of 
extending  the  plant.  The  trust  deed  securing  an  issue  of  bonds  very  frequently  pro- 
vides that  a  certain  portion  of  the  money  derived  from  profits  shall  be  used  to  re- 
tire annually  a  fixed  amount  of  the  bonds,  or  to  provide  a  sinking  fund  for  thoir  e- 
ventual  redemption.  In  either  of  these  cases,  the  portion  of  the  surplus  so  dedica- 
ted is  removed  from  the  control  of  the  directors,  and  is  not  available  to  them  for 
use  in  paying  dividends.  This  does  not  mean  that  it  ceases  to  be  Surplus,  but  that 
it  is  surplus  dedicated  to  specific  uses.  The  Inter-State  Commerce  Commission  calls 
it  Appropriated  Surplus. 

To  show  the  true  condition  when  part  of  the  Surplus  is  thus  appropriated,  the 
Surplus  account  on  the  Balance  Sheet  should  be  set  up  in  this  way: 
SURPLUS: 

Appropriated  for  Extensions  50,000.00 

"       "  Sinking  Fund  40,000.00 

Free,  Available  for  Dividends  35,000.00 

Total  Surplus  125,000.00 

This  is  called  "earmarking"  the  Surplus. 

Appropriated  Surplus  must  not  be  confused  with  such  accounts  as  Reserve  for  De- 
preciation, Reserve  for  Bad  Debts,  etc.  These  reserve  accounts  are  estimates  of  ac- 
tual expenses  and  losses,  and  as  such,  are  chargeable  against  profits,  and  therefore 
in  the  end,  against  Surplus,  thereby  reducing  it,  as  any  other  expense  does.  An  ap- 
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propriation  of  a  portion  of  the  Surplus  does  not  represent  an  expense  or  a  loss,  but 
merely  divides  the  Surplus  into  sections,  each  one  with  it3  specific  function. 

(9)  THE  REVENUE  STATEMENT.  The  treatment  of  the  subject,  as  thus  far  described, 
refers  to  the  method  of  keeping  the  accounts  on  the  ledger.  In  preparing  a  Profit  and 
Loss  statement  for  the  information  of  the  proprietors  of  a  business  or  of  the  stockhold- 
ers of  a  company,  the  samo  figures  are  used,  but  they  are  compiled  in  a  different  form. 
The  principal  aim  is  to  present  the  operations  of  tho  business  in  a  more  logical  manner, 
so  as  to  show  clearly  tho  various  elements  contributing  to  the  final  profit  or  loss. 
The  form  of  the  statement  usually  prepared  by  the  best  accountants  is  not  a  balancod  ta- 
ble, but  consists  of  a  series  of  additions  and  deductions,  which  bring  out  at  each  step 
the  required  information  in  regard  to  tho  Sales,  tho  Net  Sales,  the  Manufacturing  Costs, 
the  Cost  of  Manufacture  of  Fi3ii3hed  Goods,  tho  Cost  of  Goods  Sold,  the  Gross  Profit  on 
Sales,  the  Selling  Expense,  the  Net  Profit  on  Sales,  the  General  Expenses,  the  Net  Prof- 
it on  Operations,  Net  Interest  Charges,  Bad  Debts,  and  Miscellaneous  and  Extraordinary 
Income  and  Expense,  and  finally,  the  Net  Profit  for  the  period.  The  example  given  of 
the  Revenue  Statement,  compared  with  the  example  of  the  Revenue  Account,  as  it  appears 
on  the  ledger,  will  clearly  show  tho  distinction  between  them,  especially  with  regard 
to  the  treatment  of  the  various  inventories. 
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EXAMPLE  OF  REVENUE  ACCOUNT 

HUDSON  MANUFACTURING  COMPANY 

TRIAL  BALANCE,  BEFORE  CLOSIHG,  DECEMBER  31 ,  1910. 


1910 
•i 


Capital  Stock 

Machinery  &  Tools 

Raw  Material  Inventory  Jan. 

Goods  in  Process  M    " 

Finished  Goods    »•    ■   "~   « 

Material  Purchases 

Shop  Supplies 

Advertising 

Horses  and  Wagons 

Stable  Expense  -§-  Selling  Expense  -^Manufacturing 

Insurance  on  Factory  &  Contents 

Insurance  on  Finished  Stock 

Salesmens  Salaries 

Rent,  Office 

Notes  Payable 

Furniture  and  Fixtures 

Interest  on  Loans 

Office  Salaries 

Repairs  to  Machinery  &  Tools 

Real  Estate 

Freight  on  Material  Purchases 

Freight  on  Sales 

Productive  Labor 

Non-Product ive  Labor 

Sales 

Return  Sales  &  Allowances 

Miscellaneous  Factory  Expense 

Accounts  Receivable 

Heat  and  Power 

Cash 

Traveling  Expense,  Salesmen 

Stationery  &  Printing 

Accounts  Payable 

Postage 

Notes  Receivable 

Bad  Debts,  written  off 

Miscellaneous  Office  Expense 

Discount  on  Purchases 

Discount  on  Sales 

Cartage,  -J-  Manufacturing,  %  Selling  Expense 


100,000.00 


52,800.00 

15,320.00 

11,180.00 

10,500.00 

54,090.00 

820.00 

7,350.00 

1,800.00 

1,440.00 

1,360.00 

960.00 

4,400.00 

1,200.00 

3,200.00 

1,350.00 

3,500.00 

520.00 

30,000.00 
2,580.00 
1,260.00 

25,820.00 
8,510.00 

7,300.00 

230.00 

85,630.00 

2,040.00 

6,850.00 

1,860.00 

400.00 

280.00 

30,000.00 

500.00 

230.00 

3,200.00 
2.400.00 


40,500.00 


178,300.00 


60,480.00 


1,600.00 


$380,880.00  $380,880.00 
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HUDSON  MANUFACTURING  COMPANY 
TRIAL  BALANCE.  DECEMBER  51.  1910  (CONTINUED.) 

The  inventory  December  31,  1910,  was  Raw  Material  $16,060.00,  Goods  in  Process 
$11,940.00  and  Finished  Goods  $12,000.00.  No  account  was  taken  of  any  other  inventories 
or  of  any  deferred  charges  or  credits,  or  of  depreciation. 

Note:  It  is  not  intended  in  this  example  to  include  all  of  the  possible  items  of 
expense  or  earnings,  but  to  show  the  manner  of  keeping  the  Revenue  Account  on  the  led- 
ger and  the  form  of  Profit  and  Loss  or  Revenue  Statement. 

REVENUE  ACCOUNT.  AS  SHOWN  ON  THE  LEDGER  (IN  SECTIONS) 
YEAR  ENDING  DECEMBER  31,  1910. 

MANUFACTURING  ACCOUNT. 


Raw  Material,  Inv.  Jan.  1, '10 
Goods  in  Process  "   "   "   " 
Material  Purchases 
Productive  Labor 
Non-Productive  Labor 
Freight  on  Material  Purchases 
Cartage  -in- 
stable Expense  ■%■ 
Shop  Supplies 
Heat  and  Power 

Miscellaneous  Faotory  Expense 
Repairs  to  Machinery  and  Tools 
Faotory  Insurance 


$  15,320.00  Raw  Material  Inv.  Dec.  31'10  $  16,060.00 

11,180.00  Goods  in  Process"   "    "  "   11,940.00 

54,090.00  Manufacturing  Cost, Carried  down  96.390.00 

25,820.00 

8,510.00 

2,580.00 

1,200.00 

720.00 

820.00 

2,040.00 

230.00 

520.00 

1.360.00  y 


$124,390.00 


$124,390.00 


Manufacturing  Cost,  down 

Finished  Goods,  Inv. Jan.  1, »10 

Advertising 

Salesmens  Salaries 

Salesmens  Traveling  Expense 

Freight  on  Sales 

Cartage  -§ 

Stable  Expense  •§• 

Insurance,  Finished  Goods 

Profit  on  Sell inc.  Carried  down 


SELLING  ACCOUNT. 

$  96,390.00  Sales*  $171,000.00 

10,500.00  Finished  Goods.  Inv.Dec.31'10   12.000.00 
7,350.00 

*Net  sales  are  shown  as 
the  Return  Sales  &  Al- 
lowances are  closed  in- 
to the  Sales  Account  be- 
fore transfer  to  Revenue 
Account. 


4,400.00 

1,860.00 

1,260.00 

1,200.00 

720.00 

960.00 

56.560.00 

$185,000.00 


$185,000.00 
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HUDSON  MANUFACTURING  COMPANY 


PROFIT  AND  LOSS  ACCOUNT  -  DECEMBER  31 ,  1910. 


Office  Salaries 

Office  Rent 

Stationery  and  Printing 

Postage 

Miscellaneous,  Office  Expense 

Interest  on  Loans 

Discount  on  Sales 

Bad  Debts 

Profits  for  year  (To  Surplus) 


3,500.00  Profit  on  Selling,  down 
1,200.00  Discount  on  Purchases 

400.00 

280.00 

230.00 
1,350.00 
3,200.00 

500.00 
49,300.00 


58,360.00- 
1,600.00 


$  59,960.00 


$  59,960.00 


BALANCE  SHEET  -  DECEMBER  31.  1910. 


ASSETS 

Real  Estate 
Machinery  &  Tools 
Horses  and  Wagons 
Furniture  and  Fixtures 
Raw  Material  Inventory 
Goods  in  Process  " 
Finished  Goods    " 
Notes  Receivable 
Accounts  Receivable 
Cash 


LIABILITIES 


$  30,000.00  Notes  Payable 
52,800.00  Accounts  Payable 

1,800.00  Capital  Stock 

3,200.00  Surplus 
16,060.00 
11,940.00 
12,000.00 
30,000.00 
85,630.00 

6,850.00 


$  40,500.00 

60,480.00 

100,000.00 

49,300.00 


$250,280.00 


$250,280.00 
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#29-9. 
HUDSON  MANUFACTURING  COMPANY 


PROFIT  AND  LOSS  STATE-TOP 
YEAR  ENDING  DECEMBER  81,  1910* 


Grosa  Sales  #178,300.00 

Deduct: 
Return  Sales  &  Allowances  7.300.00 

Net  Sales  #171.000.00 

Manufacturing  Costs: 

Goods  in  Process,  Inventory  Jan.  1,*10     $   11,180.00 
Raw  Material: 

Inventory  Jan.  1,'10         #  15,320.00 
Purchases  54.090.00 

Deduct:  69,410.00 

Inventory  Dec.31, '10  16.060.00  53,350.00 

Productive  Labor  25,820.00 

Manufacturing  Expense 
Non  Productive  Labor  8,510.00 

Freight  on  Material  Purchases    2,580.00 
Cartage  -£  1,200.00 

Stable  Expense  -§•  720.00 

Shop  Supplies  820.00 

Heat  and  Power  2,040.00 

Miscl.  Factory  Expense  230.00 

Repairs  to  Machinery  &  Tools      520.00 
Factory  Insurance  1,360.00  17,980.00 

Deduct:  108,330.00 

Goods  In  Process  Deo.  31, '10  11.940.00 

Cost  of  Manufacture  of  Finished  Goods  96,390.00 

Add: 
Finished  Goods  Inventory  Jan.  1, »10  10,500.00 

Deduct:  106,890.00 

Finished  Goods  Inventory  Dec. 31/10  12.000.00 

Cost  of  Finished  Goods  Sold  94,890.00 


(iross  Profit  on  Sales  76,110.00 
Deduct : 
Selling  Expenses: 

Advertising  7,350.00 

Salesmen's  Salaries  4,400.00 

Salesmen's  Traveling  Expenses  1,860.00 

Freight  on  Sales  1,260.00 

Cartage  -|-  1,200.00 

Stable  Expense  ^  720.00 

Insurance,  Finished  Goods  960.00   17,750.00 

Net  Profit  on  Sales  $  58,360.00 

Copyright,  1912, / Charles  H.  Langer 
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#29-10 


Net  Profit  on  Sales,  Brought  forward 
Deduct : 
General  Administrative  Expenses: 
Office  Salaries 
Office  Rent 
Stationery  &  Printing 
Postage 

Miscellaneous  Office  Expense 
♦Interest  on  Loans 
♦Discount  on  Sales 
♦Bad  Debts 

Less: 
♦Discount  on  Purchases 

Net  Profit  for  Year  ending  Dec.  31,  1910  (To  Surplus) 


$  58,360.00 


$  3,500.00 
1,200.00 

400.00 

2Q0.00 

230.00 
1,350.00 
3,200.00 

500.00$  10.660.00 


1,600.00     9,060.00 
$  49,300.00 


♦These  items  may  be  shown  as  a  separate  division  of  the  statement. 

* 

The  Profit  and  Loss  Statement  is  often  set  up  in  a  condensed  form, 
as  given  below,  showing  the  principal  items  such  as,  Net  Sales,  Cost  of 
Finished  Goods  Sold,  Gross  Profit  on  Sales,  etc.  The  details  of  the  sep- 
arate items  are  shown  in  exhibits  supporting  the  statement. 

CONDENSED  PROFIT  AND  LOSS  STATEMENT 


YEAR  ENDING  DECEMBER  31,  1910. 


Gros3  Sales 

Deduct,  Return  Sales  &  Allowances 
Net  Sales 
Cost  of  Finished  Goods  Sold,  (Exhibit  A) 


Gross  Profit  on  Sales 


Deduct: 
Selling  Expenses,  (Exhibit  B) 

Net  Profit  on  Sales 

Deduct: 
General  Expenses,  (Exhibit  C) 

Net  Profit  on  Operations 

Deduct : 
Net  Interest  Charges  and  Bad  Debts: 
Interest  on  Loans 
Discount  on  Sales 

Less,  Discount  on  Purchases 

Bad  Debts 


$178,300.00 
7.300.00 


$  1,350.00 

3.200.00$  4, 550.  00 
1,600.00 


$171,000.00 
94,890.00 

76,110.00 

17,750.00 

58,360.00 

5,610.00 

52,750.00 


2,950.00 
500.00 


5,450.00 


Net  Profit  Year  ending  Dec.  31,  1910 

Copyright,  1912  «i  Charles  H.  Langer 
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ADAMS  -  DRAPER  COMPANY 
GENERAL  LEDGER  TRIAL  BALANCE  -  APRIL  30,  1905. 


1  Capital  Stock 

4  Land 

4  Buildings 

5  Machinery,  Tools  &  Equipment 

5  Horses  &  Wagons 

6  Furniture  &  Fixtures 

6  patents 

7  Real  Estate  Mortgage 

8  Notes  Receivable,  Stock  Subscription 
8  First  National  Bank 

8  Petty  Cash 

9  Notes  Receivable 

10  Accounts  Receivable 

11  Merchandise  Inventory 

11  Unexpired  Insurance 

12  Notes  Receivable  -  Discounted 

13  Notes  payable 

14  Aooounts  payable 
19  Material  Purchases 

19  Hardware  Purchases 

20  Farm  Implement  Purchases 

20  Freight  &  Cartage  In 

21  Productive  Labor 

21  Non-Productive  Labor 

22  Repairs  to  Machinery  &  Equipment 

22  Heat,  Light  &  Power 

23  Shop  Supplies 

23  Stable  Expense 

24  L!i  seel  lane  ous  Factory  Expense 

25  Hardware  Sales 

26  Farm  Implement  Sales 

27  Engine  Sales 

29  Hardware  Returned  Sales  &  Allowances 

29  Farm  Implement  Returned  Sales  &  Allowances 

29  Engine  Returned  Sales  &  Allowances 

30  Saleamens*  Salaries 

30  Salesmens'  Traveling  Expense 

30  Advertising 

31  Freight  &  Cartage  Out 

31  Miscellaneous  Selling  Expense 

31  Office  Salaries 

32  Stationery  .&  Printing 
32  Telegrams  &  Telephone 

32  Miscellaneous  Office  Expense 

33  Insurance  and  Taxes 

33  Interest 

34  Discount  on  Purchases 

34  Discount  on  Sales 

35  Advances  to  Salesmen 


5,000.00 
21,500.00 
6,575.00 
1,205.00 
393.00 
5,250.00 

5,000.00 

4,465.26 

100.00 

15,820.00 

86,981.20 

44,474.78 

191.66 


137,370.30 

43,847.80 

149,399.90 

5,336.05 

90,252.80 

31,720.90 

1,537.95 

6,775.40 

2,476.55 

829.06 

236.75 


802.35 

2,758.35 

3,538.50 

6,675.00 

3,835.65 

26,230.40 

2,255.85 

1,354.95 

9,685.00 

875.45 

156.95 

220.60 

1,040.00 

147.37 

5,366.30 
300.00 


75,000.00 


12,500.00 


6,000.00 
15,000.00 
12,180.23 


55,080.25 
231,221.75 
319,624.65 


5,375.20 


731,982.08   731,982.08 


Copyright,  1912,  Charles  H.  Langer 
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INSTRUCTIONS,  CLOSING  BOOKS  OP  ADAMS-DRAPER  COMPANY,  APRIL  30,  1905. 

Make  Journal  entries  under  date  of  April  30,  1905,  to  close  the  books  for  the  fisc- 
al year  ending  at  that  date. 

The  first  step  is  to  reverse  the  Merchandise  Inventory  of  $44,474.78,  charging 
#2,060.74  to  Hardware  Purchases,  and  $42,414.04  to  Farm  Implement  Purchases.  In  the 
same  way,  reverse  the  Unexpired  Insurance,  charging  it  to  Insurance  and  Taxes.  Place 
Unexpired  Insurance  of  $458.75  on  the  books.  Next,  make  entries  placing  the  new  in- 
ventories on  the  hooks,  namely,  Farm  Implements  $14,163.30,  Hardware  $2,647.65,  Raw 
Material  $7,487.50,  crediting  the  respective  Purchase  accounts,  Goods  in  Process 
$4,894.70,  crediting  Manufacturing  account,  and  Engines  $7,075.50,  crediting  Selling 
account. 

Set  up  separate  Reserve  accounts  "by  journal  entries  for  Depreciation  on  Buildings 
$1,075.00,  being  5$  for  the  year  on  $21,500.00,  and  on  Machinery,  Tools  and  Equipment 
$657.50,  being  10$  on  $6,575.00,  charging  both  to  Depreciation  account  on  page  24. 
Credit  Horses  and  Wagons  $241.00,  being  20$,  and  Furniture  and  Fixtures  $39,30,  being 
10$, charging  Depreciation;  and  Patents  $462.00  charging  Manufacturing,  being  11/125, 
or  the  amount  expired  for  eleven  months,  out  of  a  total  life  of  one  hundred  and  twenty- 
five  months.  These  latter  entries  write  down  the  assets.  Set  up  a  Reserve  for  Doubt- 
ful Accounts  $2,500.00,  charging  it  to  Profit  and  Loss. 

Charge  Insurance  &  Taxes  and  credit  Accrued  Accounts  Payable  $225.00  for  the  taxes 
of  the  four  months  of  the  year  1905,  based  on  the  estimated  annual  tax  rate.  Charge 
Productive  Labor  $1,410.20  and  Non- Productive  $435.85  and  credit  Accrued  Accounts  Pay- 
able $1,846.05  for  unpaid  wages  accrued.  ' 

Charge  Discount  on  Purchases  and  credit  Accounts  Payable  $210.85,  being  the  dis- 
count on  Accounts  Payable  not  yet  paid,  and  therefore  not  earned  during  the  year  just 
closed.  This  brings  the  Accounts  Payable  outstanding  up  to  the  face  of  the  accounts 
and  not  the  net. 

Charge  interest  and  credit  Accrued  Accounts  Payable  $375.00  for  interest  accrued 
on  the  Real  Estate  Mortgage.  Credit  Interest  and  charge  Deferred  Charges  to  Opera- 
ting $77.25,  being  interest  paid  in  advance  on  Notes  Payable.  Credit  Interest  and 
charge  Accrued  Accounts  Receivable  $105.60,  being  interest  accrued  on  Notes  Receiva- 
ble, which  bear  interest  from  date.  Charge  Deferred  Charges  to  Operating  and  credit 
Advertising  $6,556.10,  it  being  considered  that  one  quarter  of  the  advertising  paid 
for  would  accrue  to  the  benefit  of  the  succeeding  year. 

Close  out  Depreciation  account  by  a  journal  entry,  charging  Manufacturing  with 
$1,075.00  for  depreciation  on  Buildings,  $657.50  for  depreciation  on  Machinery,  Tools 
and  Equipment,  and  $120.50  for  one  half  of  the  depreciation  on  Horses  and  Wagons;  and 
charging  Selling  with  $120.50  for  the  other  half  of  the  same  item;  and  charging  Profit 
and  Loss  with  $39.30  for  depreciation  on  Furniture  and  Fixtures;  crediting  Depreciation 
with  the  total  of  all  these  items. 


Copyright,  1912,  Charles  H.  Langer 
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Charge  the  different  Return  Sales  anil  Allowances  accounts  to  their  respective 
Sales  accounts,  in  order  to  arrive  at  the  not  sales  for  each  department. 

The  Stable  Expense  should  "be  charged  one-half  to  Manufacturing  and  one-half  to 
Selling;  Insurance  and  Taxes,  two-thirds  to  Manufacturing  and  one-third  to  Selling; 
and  Freight  and  Cartage  In,  one-third  to  Manufacturing  and  two-thirds  to  Selling. 

Close  all  the  nominal  accounts  that  pertain  to  manufacturing  into  the  Manufactur- 
ing account.  Then  transfer,  by  journal  entry,  the  balance  of  the  Manufacturing  ac- 
count to  the  Selling  account.  Close  all  the  nominal  accounts  that  pertain  to  selling 
into  the  Selling  account.  Transfer,  by  journal  entry,  the  balance  of  the  Selling  ac- 
count to  the  Profit  and  Loss  account.  Close  the  remaining  nominal  accounts  represent- 
ing profit  or  loss  into  the  Profit  and  Loss  account.  Transfer,  by  journal  entry,  the 
balance  of  the  Profit  and  Loss  account  to  the  Surplus  account. 

Prepare  and  submit  Profit  and  Loss  Statement,  made  up  in  the  form  shown  in  the 
text,  starting  with  the  Cross  Sales.  Also  prepare  and  submit  a  Balance  Sheet,  a3  of 
April  30,  1905. 
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CHAPTER  30. 
DIVIDENDS. 

(1)  DEFINITION.  The  derivation  of  the  term  dividend  indicates  that  it  is  a 
thing  to  he  divided.  '.Then  used  in  connection  with  a  corporation  that  has  accumulated 
earnings ,  it  refers  to  the  distribution  of  a  portion  or  all  of  the  profits  among  its 
stockholders.  In  this  restricted  sense,  it  is  called  a  dividend  out  of  profits. 

(2)  DISPOSITION  OF  CORPORATION  PROFITS.  (  VZhon  the  net  profits  of  a  fiscal  period 
are  ascertained  by  the  closing  of  the  hooks  in  the  case  of  an  individual  or  of  a  part- 
nership, they  are  at  once  added  to  the  capital  of  the  proprietor  or  the  partners.  In 
the  latter  case,  the  profits  may  be  credited  to  the  different  partners  in  any  proportion 
agreed  upon,  without  regard  to  tho  amount  of  capital  standing  in  the  name  of  each  part- 
ner. In  a  corporation  the  amount  of  the  capital  is-  fixed  by  tho  articles  of  association, 
and  cannot  be  changed  by  the  addition  of  the  profits  each  year.  Therefore,  the  profits 
must  be  left  in  the  Profit  and  Loss  account,  or  transferred  to  an  account  called  Surplus- 
The  transfer  to  Surplus  is  an  almost  universal  custom.  This  account  represents  the  ac- 
cumulated net  profits  to  date,  that  have  not  been  divided  among  the  stockholders- 

(3)  STOCKHOLDER'S  RIGHTS  III  REGARD  TO  PROFITS.  In  a  partnership  the  partners  may 
draw  out  all  the  profits  as  soon  as  determined  The  stockholder  in  a  corporation  has  no 
such  right.  He  has  only  an  undivided  interest  or  equity  in  the  profits.  Eefore  the 
stockholders  can  obtain  any  of  the  profits  made  by  the  corporation,  tho  board  of  di- 
rectors mu3t  authorize  the  distribution  of  some  portion  of  the  accumulated  profits. 
This  is  called  declaring  a  dividend.  The  matter  is  entirely  in  the  hands  of  tho  direct- 
ors, who  cannot  be  forced  to  doclare  and  pay  a  dividend,  if  in  their  judgment,  the 
money  is  needed  as  working  capital  in  the  business.  However,  if  the  right  to  a  dividend 
i  s  clear,  and  there  are  funds  from  which  it  can  be  properly  paid,  a  court  of  equity 
will  interfere  to  compel  the  directors  to  declare  it. 

(4)  DIVIDEND,  HHEH  DECLARED,  A  LIABILITY  TO  STOCKHOLDER.  As  soon  as  a  dividend 
is  declared  by  the  board  of  directors,  it  becomes  a  liability  of  tho  company,  tho  saco 
as  any  other  debt.  In  case  tho  company  should  go  into  liquidation  after  tho  dividend 
was  declared  and  before  it  was  paid,  the  stockholder  would  have  the  same  rights  as  any 
other  creditor.  As  tho  dividend,  when  declared,  is  the  same  as  any  other  liability  of 
the  company  on  open  account,  the  company  can  apply  the  dividend  on  any  debt  due  to  it 
by  the  stockholder,  by  what  is  known  as  the  right  of  set-off. 

(5)  P07/ER  OF  DIRECTORS  TO  DECLARE  DIVIDENDS.   The  usual  statutory  restriction 
that  is  placed  on  the  board  of  directors  in  regard  to  dividends  is  that  no  dividend  can 
be  paid  except  out  of  profits  actually  earned.  This  implies  that,  before  a  dividend 
can  be  declared  and  paid,  proper  provision  must  be  made  for  depreciation,  bad  debts 
and  other  shrinkages  in  the  assets.  If  the  company  has  previously  lost  money,  so  that 
the  capital  is  actually  impaired,  it  will  not  prevent  the  declaring  of  a  dividend  in 
any  year,  if  the  actual  real  profits  of  that  year  are  sufficient  to  cover  it.  Legally, 
a  dividend  may  bo  declared  out  of  the  profits  of  the  current  year,  whatever  have  been 
the  previous  conditions  as  to  profits  or  losses.  That  is,  if  all  the  profits  up  to  a 
certain  year  had  been  paid  out  in  dividends,  and  if  in  that  year  a  serious  loss  had 
been  made,  thereby  impairing  the  capital,  it  would  not  prevent  the  payment  of  all  the 
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profit  of  the  next  year  in  the  shape  of  a  dividend.  The  principle  is  that  the  divi- 
dend itself  mast  not  impair  the  capital,  that  is  be  paid  o\it  of  capital,  hut  that  the 
impairment  of  the  capital  from  some  other  cause  does  not  prevent  the  payment  of  the 
dividend  from  actual  profits  subsequently  made.  The  fact  that  it  is  legally  right 
to  declare  a  dividend  does  not  mean  that  it  would  necessarily  be  v/ise  to  do  so. 

(6)  LIABILITY  OP  DIRECTORS.  If  a  board  of  directors  declare  and  pay  a  dividend 
that  is  not  justified  by  the  profits,  they  may  bo  hold  personally  responsible  for  the 
illegal  dividend.  It  has  been  decided  that  the  payment  of  dividends  out  of  the  annual 
profits  of  a  company,  when  no  adequate  provision  had  been  made  for  numerous  and  in- 
creasing bad  and  doubtful  debts,  was  in  effect  a  payment  out  of  capital  and  consequent- 
ly was  illegal.  The  responsibility  of  the  directors  would  be  only  to  outside  croditors, 
in  case  the  illegal  dividend  had  depleted  the  assets  of  the  company  to  such  an  extent 
that  it  could  not  pay  its  debts. 

(7)  BORROWING  TO  PAY  DIVIDEND.  The  right  to  declare  and  pay  a  dividend  does  not 
depend  on  the  financial  ability  to  pay  it.  It  is  not  unusual  to  find  directors  who 
are  of  the  opinion  that  they  cannot  declare  a  dividend  unless  the  company  has  on  hand 
the  necessary  money  with  v/hich  to  pay  it.  The  legal  right  to  declare  the  dividend  in 
entirely  independent  of  the  ability  to  pay  it.  Therefore,  it  is  entirely  legitimate 
to  borrow  the  money  with  which  to  pay  the  dividend.  The  wisdom  of  doing  so  will  de- 
pend upon  the  future  prospects  of  the  company  as  to  the  ability  to  pay  the  loan  when 
it  becomes  necessary  to  meet  it.  The  necessity  for  borrowing  money  with  which  to  pay 
a  dividend  usually  arises  from  the  fact  that  the  money  derived  from  the  profits  has 
been  used  in  the  purchase  of  fixed  assets,  such  as  plant  or  machinery.  As  it  would 
have  been  entirely  legitimate  to  borrow  the  money  for  the  purpose  of  paying  for  the 
fixed  assets,  it  is  equally  permissible  that  the  money  be  borrowed  for  the  dividend. 

(8)  SCRIP  AND  STOCK  DIVIDENDS.  Sometimes  when  a  company  has  accumulated  profits, 
but  has  not  the  available  funds  to  pay  a  dividend  in  cash,  it  will  declare  the  divi- 
dend, and  will  issue  a  certificate  of  indebtedness  to  each  stockholder  for  his  share 
of  the  dividend.  This  certificate  is  usually  called  scrip,  and  generally  bears  inter- 
est. It  is  sometimes  made  payable  at  a  fixed  time,  but  it  is  often  redeemable  at  the 
option  of  the  company. 

When  a  company  has  accumulated  a  large  surplus,  but  has  tied  up  the  funds  produc- 
ed by  it  in  fixed  assets,  such  as  buildings  or  machinery,  or  has  used  them  to  redeem 
its  bonds  or  to  establish  a  sinking  fund,  it  will  often  declare  a  dividend  oxit  of  the 
Surplus  and  will  pay  it  by  issuing  shares  of  new  capital  stock.  This  is  called  a 
stock  dividend.  Like  a  cash  dividend,  a  scrip  or  stock  dividend  can  be  declared  only 
when  the  surplus  is  large  enough  to  justify  it.  A  dividend  may  also  be  made  payable 
in  merchandise  or  other  property. 

(9)  DIVIDENDS  PRO-RATA  TO  HOLDINGS.  Partners  may  agree  to  divide  profits  in  any 
proportion  they  desire,  without  regard  to  the  capital  holdings  of  any  of  then.  In  a 
corporation  all  stockholders  of  the  same  class  are  entitled  to  dividends  declared,  in 
the  exact  ratio  of  the  stock  held  by  each  one.  The  dividend  is  always  a  certain  per- 
centage of  each  share  or  a  certain  amount  per  share,  and  each  stockholder  receives  an 
amount  proportionate  to  the  number  of  shares  he  holds.  When  different  classes  of 
stock  are  issued,  one  class  may  receive  dividends  when  another  class  does  not,  as  will 
be  seen  when  the  subject  of  preferred  stock  is  treated,  but  in  each  class  there  can  be 

Copyright,  1912,  Charles  H.  Laager 
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no  discrimination  between  tho  stockholders  of  that  class. 

A  dividend  is  payable  only  on  the  stock  outstanding.  No  unissued  stock  or  stock 
held  by  the  company  in  its  treasury  can  participate  in  a  dividend.  This  would  natural- 
ly be  the  case,  because  if  a  dividend  were  paid  on  such  stock,  it  would  at  once  come 
back  to  the  company. 

(10)  TO  v/iicm  PAYABLE.  The  title  to  the  stock  of  an  Incorporated  conpany  and  its 
attendant  rights  and  benefits,  as  far  as  the  company  is  concerned,  resides  In  the  record 
of  stockholders  contained  in  the  stock  ledger,  showing  the  number  of  shares  standing 

at  the  credit  of  each  stockholder.  When  a  dividend  is  paid,  the  checks  are  Issued  to 
the  stockholders  shown  on  the  stock  ledger,  who  are  known  as  "holders  of  record".  If 
a  person  buys  stock,  the  certificate  is  endorsed  by  the  seller,  giving  the  buyer  the 
authority  to  have  it  transferred  to  his  name.  If  he  neglects  to  have  the  transfer 
made,  any  dividend  declared  will  be  paid  to  the  seller,  who  still  remains  the  holder  of 
record,  although  he  does  not  really  own  the  stock.  In  large  companies,  whose  stock  is 
constantly  being  transferred,  the  holders  of  record  would,  in  many  cases,  Change  so 
rapidly  that  It  would  be  impossible  to  make  out  the  checks  to  the  right  persons.  To 
obviate  this  difficulty,  it  is  the  practice  of  such  companies,  when  giving  notice  of  a 
dividend  that  has  been  declared,  to  state  that  the  transfer  books  will  be  dosed  a  cer- 
tain number  of  days  before  the  dividend  is  payable  and  will  bo  opened  again  the  day 
after  the  dividend  day.  While  the  books  are  dosed,  no  transfers  of  stock  can  be  made, 
and  therefore  no  change  can  be  made  in  the  holders  of  record.  The  dividend  checks  are 
then  made  to  the  order  of  the  stockholders  shown  on  the  ledger  on  the  day  of  closing, 
the  closed  days  dlowing  time  enough  to  write  the  checks.  Any  one  buying  stock  during 
the  closed  time  knows  that  he  will  not  receive  the  dividend,  which  will  go  to  the 
seller.  This  is  called  buying  the  stock  "ex-dividend*. 

(11)  TREATMENT  OH  THE  BOOKS.  There  are  several  ways  of  plaolng  a  dividend  on  the 
books,  and  of  recording  its  payment.  A  charge  may  be  made  to  Surplus  and  a  correspond- 
ing credit  to  Dividend.  When  the  stock  of  most  companies  was  held  by  local  stockhold- 
ers, it  was  the  practice  to  list  the  stockholders  in  a  Dividend  Receipt  book  in  which 
each  stockholder  receipted  for  his  dividend,  when  he  was  given  a  check  to  cover  it. 
Dividend  account  was  charged  only  as  the  checks  were  given  out,  and  in  the  meantime  a 
credit  balance  would  be  carried  in  the  account  as  Unpaid  Dividends.  When  the  stockhold- 
ers became  more  numerous  and  were  more  scattered,  it  became  Inconvenient  for  them  to 
call  at  the  office  of  the  company,  and  the  plan  was  adopted  of  drawing  checks  at  once 
for  all  the  dividends  and  mailing  them  to  the  stockholders,  charging  them  to  Dividend 
account,  thus  closing  that  account. 

In  large  corporations,  where  the  stockholders  are  very  numerous,  the  drawing  of 
ordinary  checks  with  which  to  pay  a  dividend  would  encumber  the  cash  book  with  a  large 
number  of  entries.  To  avoid  this  it  is  usual  to  draw  one  check  for  the  total  of  the 
dividend,  and  to  deposit  this  check  in  a  specid  bank  account.  The  cash  book  thus 
contains  ody  one  entry  to  the  debit  of  Dividend  account.  Separate  checks  are  then 
drawn  on  this  special  account  and  entered  in  a  special  Dividend  Cheok  Register. 

Dlvidonds  are  usually  designated  by  numbers  and  the  dividend  ohecks  show  on  their 
face  the  number  of  the  dividend  in  payment  of  which  they  were  issued,  or  have  on  their 
backs  a  formal  receipt  for  the  dividend,  doing  away  with  the  necessity  of  keeping  a 
separate  voucher  for  that  dividend. 

Copyright,  1912,  Charles  H.  Longer 
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Sometimes,  the  dividend  checks  are  charged  to  Dividend  account  when  issued,  and 
that  account  is  allowed  to  remain  as  a  debit  balance  on  the  books,  until  the  closing 
entries  are  made  at  the  end  of  the  year,  when  it  is  charged  to  Surplus.  This  is  incor- 
reot.  As  the  dividend  is  declared  out  of  Surplus,  Dividend  account  should  be  credited 
and  Surplus  charged,  as  soon  as  the  dividend  is  declared. 

(12)  LIQUIDATING  DIVIDENDS.  As  the  word  dividend  means  something  to  be  divided, 
it  is  used  to  designate  the  distribution  of  assets  or  their  proceeds  among  creditors, 
stockholders  or  partners,  when  a  business  is  being  wound  up.  Such  a  division  of  the 
assets  is  called  a  liquidating  dividend,  and  differs  entirely  from  the  dividends  made 
to  stockholders  out  of  the  profits  of  a  going  concern.  Such  a  dividend  has  nothing  to 
do  with  profits,  but  is  concerned  only  with  the  realization  of  the  assets  and  the  dis- 
tribution of  their  proceeds,  first  among  the  creditors  in  proportion  to  the  amounts  of 
thoir  claims,  and  then  to  the  proprietors,  whether  stockholders  or  partners,  as  their 
interests  may  appear. 

FIRE  LOSS. 

(13)  OPTIONAL  BASIS  OP  SETTLEMENT.  In  the  case  of  a  total  or  partial  loss  of  a 
fixed  asset  by  fire,  there  are  two  ways  in  which  the  insurance  company  may  settle  for 
the  loss.  It  may  replaoe  the  asset  in  its  original  condition,  or  it  may  pay  the  in- 
sured the  money  value  of  the  asset  as  determined  by  the  adjusters.  If  the  loss  is  in 
merchandise  or  other  floating  assets,  it  will  pay  the  adjusted  value  in  money,  if  the 
loss  is  total,  but  if  the  loss  consists  of  only  a  partial  damage  to  the  goods,  it  may 
pay  the  adjusted  amount  of  the  damage,  leaving  the  goods  in  the  possession  of  the  in- 
sured, or  it  may  pay  the  total  value  of  the  goods,  which  it  will  then  take  and  sell 
for  its  own  account, 

(14)  TREATMENT  ON  BOOKS.  When  a  partial  loss  occurs  and  the  insurance  company 
replaces  the  asset,  it  is  not  necessary  to  make  any  entry  on  the  books  at  all.  When 
the  insurance  company  pays  an  agreed  sum  in  settlement,  and  the  Insured  replaces  the 
asset  himself,  the  first  step  is  to  ascertain  the  value  of  the  destroyed  asset  at  the 
time  of  the  fire.  This  amount  should  be  charged  to  Fire  Loss  account,  and  credited  to 
the  asset  account.  When  the  insurance  company  settles,  the  amount  received  from  it 

is  credited  to  Pi re  Loss  account.  The  balance  of  the  Fire  Loss  account  is  then  the 
profit  or  loss  on  the  settlement.  If  the  balance  of  the  account  is  a  credit,  this  does 
not  necessarily  represent  a  real  profit  from  the  fire.  It  ia  more  likely  to  arise  from 
the  fact  that  too  much  depreciation  has  been  charged  off  in  the  past,  resulting  in  a 
book  value  of  the  asset  that  is  below  its  real  value.  As  the  debit  or  credit  balance 
of  the  Fire  Loss  account  is  the  result  of  an  accidental  occurrence,  and  not  part  of 
the  regular  operations  of  the  business,  it  should  not  be  charged  or  credited  to  Profit 
and  Loss  account,  but  should  be  carried  at  once  into  Surplus  account. 

As  the  value  of  the  old  asset  destroyed  has  been  credited  to  the  asset  account, 
the  value  of  the  new  asset  replacing  it  must  be  charged  to  the  asset  account.  If  the 
new  asset  is  more  valuable  than  the  old  one  which  it  replaced,  the  increase  in  value 
is  represented  by  the  difference  between  the  debit  and  credit  entries. 

In  ascertaining  the  value  of  a  fixed  asset  to  be  charged  to  Fire  Loss  account, 
the  question  of  depreciation  must  be  taken  into  consideration.  The  value  of  the  asset 
as  it  appears  on  the  books  at  the  beginning  of  the  fiscal  period  Ib  the  cost  of  the 
asset  as  shown  by  the  original  charge  to  the  asset  account,  less  the  amount  of  the 
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depreciation  reserve  set  up  against  it  at  that  time,  unless  the  asset  it3elf  has  been 
written  down.  The  proportionate  amount  of  depreciation  for  the  time  elapsed  between 
the  beginning  of  the  fiscal  period  and  the  date  of  the  fire  should  be  charged  to  De- 
preciation as  an  operating  expense,  and  credited  to  Reserve  for  Depreciation.  The  to- 
tal amount  of  the  depreciation  on  the  asset  destroyed,  which  has  been  set  up  as  a  re- 
serve, should  be  credited  to  the  asset  account.  The  asset  will  then  appear  in  the  asset 
account  at  its  net  carrying  value.  This  value  is  the  amount  which  should  be  charged  to 
Fire  Loss  acoount  and  credited  to  the  asset  account.  The  same  effect  will  be  produced 
by  crediting  the  asset  account  with  the  original  cost  of  the  asset  destroyed,  and  charg- 
ing the  depreciation  on  it  to  the  Depreciation  Reserve  and  the  difference,  or  net  value, 
to  Fire  Loss  account. 

To  ascertain  the  value  of  merchandise  inventory  destroyed  by  fire,  when  accurate 
cost  accounts  are  not  kept,  it  is  necessary  to  determine  the  average  gross  profit  on 
sales,  as  shown  by  the  history  of  previous  years.  Deducting  the  gross  profits  from  the 
sales  since  the  beginning  of  the  period  will  give  the  cost  of  the  goods  sold.  The  sum 
of  the  inventory  at  the  beginning  and  the  purchases  made  since,  less  the  cost  of  the 
goods  sold,  will  be  the  inventory  on  hand  at  the  time  of  the  fire.  In  the  case  of  a 
partial  loss,  the  difference  between  the  figures  thus  obtained  and  the  value  of  the  in- 
ventory of  the  goods  on  hand  not  destroyed,  would  be  the  value  of  the  goods  lost.  This 
is  approximate  only,  but  it  is  sufficiently  accurate  to  be  the  method  usually  employed 
in  calculating  a  loss. 

(15)  REDUCTIGI  OP  IITSORAITCE.  In  the  case  of  a  total  loss,  the  insurance  policy 
is  surrendered  to  the  company  on  settlement  and  is  canceled.  As  the  whole  premium  has 
been  earned  by  the  payment  of  the  policy,  any  part  of  the  premium  that  is  being  carried 
by  the  insured  as  unearned  insurance  is  no  longer  an  asset,  and  the  amount  must  be 
charged  off  to  Fire  Loss  account  as  an  additional  loss  by  the  fire.  In  the  case  of  a 
partial  los3,  the  amount  paid  by  the  insurance  company  is  endorsed  on  the  policy,  re- 
ducing the  amount  of  insurance  in  force.  As  the  company  has  now  earned  a  proportionate 
amount  of  the  unexpired  insurance  by  paying  the  partial  loss,  a  corresponding  propor- 
tion of  the  unexpired  insurance  should  be  charged  off  to  Fire  Loss  account. 
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quiz  QUESTIONS,       ; 

Question  No.  16. 

State  the  method  of  transferring  a  single  entry  set  of  books  of  a  business  into 
a  double  entry  set. 

Question  No.  17. 

State  the  method  of  arriving  at  the  profit  or  loss  for  a  given  period,  when  the 
books  have  been  kept  by  single  entry,  and  the  proprietor  has  put  additional  money 
into  the  business  and  has  also  a  drawing  account. 

Question  Ho*  18. 

What  is  the  effect  upon  the  revenue  if  an  expense  item  i3  wrongly  classified  as 
an  asset? 

Question  No.  19. 

What  would  be  the  effect  upon  a  partner's  share  of  the  profits,  where  Interest, 
is  allowed  on  the  capital  contribution  and  the  profit  sharing  ratio  is  in  proportion 
to  the  capital  contribution,  assuming  that  there  has  been  no  change  in  the  original 
capital  contribution?, 

Question  No.  20. 

A  company  has  made  some  consignment  shipments,  which  were  billed  at  the  regular 
sale  price,  upon  which  they  have  received  no  account  sales.  State  how  you  would 
treat  such  shipments  in  the  preparation  of  (1)  Profit  and  Loss  account.   (2)  Balance 
Sheet.  For  the  purpose  of  this  question  assume  that  Consignment  Account  had  been 
debited  and  Consignment  Sales  had  been  credited. 

Question  Ho.  21. 

Give  the  order  of  the  distribution  of  the  assets  of  an  insolvent  partnership, 
where  the  partnors  have  made  loans  to  the  business. 

Question  No.  22. 

State  in  the  form  of  journal  entries  the  following  transactions.  (1)  A  custon- 
er's  note  discounted  at  the  bank  which  was  dishonored  and  which  was  taken  up  plus  pro- 
test foes.  (2)  Sotting  up  a  reserve  for  wear  and  tear  on  machinery.   (3)  The  ad- 
justment of  interest  accrued  on  bonds  outstanding,  tho  interost  on  which  is  payable 
at  a  period  subsequent  to  tho  closing  of  the  books. 

Quostion  No.  23. 

Define  and  differentiate  Capital  and  Revenue  Expenditures. 

Quostion  No.  24, 

After  a  patont  has  been  obtained  should  its  value  be  considered  as  permanent? 
Give  reasons  for  your  answer. 

Question  No.  25. 

V/hat  is  tho  difference  between  a  Trial  Balance  and  a  Balance  Sheet? 
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DIARY  OF  EVENTS. 

The  books  having  been  closed  and  the  profits  of  the  year  having  been  ascertained, 
the  temporary  accounts,  which  have  been  set  up  to  arrive  at  the  correct  balances  in 
the  nominal  accounts,  have  fulfilled  their  mission.  They  should  be  closed  out  by  re- 
versing the  entries  which  established  thera.  Debit  Insurance  and  Taxes  and  credit  Unex- 
pired Insurance.  Debit  Accrued  Accounts  Payable  and  credit  Insurance  and  Taxes,  Pro- 
ductive Labor  and  Non-Productive  Labor.  Debit  Accounts  Payable  and  credit  Discount  on 
Purchases.  Debit  Accrued  Accounts  Payable  and  credit  Interest.  Debit  Interest  and 
credit  Deferred  Charges  to  Operating  and  Accrued  Accounts  Receivable.  Debit  Advertising 
and  credit  Deferred  Charges  to  Operating. 

Some  of  these  accounts  might  be  left  on  the  books  and  the  debit  or  credit  made 
to  them  when  the  money  was  actually  paid  or  received  in  regular  course  of  business. 
The  objection  to  this  is  that  when  the  accounts,  part  of  which  had  been  set  up  as 
accrued,  when  the  books  are  closed,  are  finally  paid,  the  amount  paid  is  usually 
greater  than  the  accrued  amount,  necessitating  two  entries  instead  of  one.  One  entry 
would  have  to  be  made  to  take  up  the  accrued  amount  already  set  up,  and  another  to 
cover  the  portion  since  accumulated.  There  is  also  danger  that  the  accrued  amount  may 
be  overlooked.  Even  where  these  reasons  do  not  obtain,  as  in  Deferred  Charges  to  Oper- 
ating, the  reversal  of  the  entries  is  proper,  in  order  to  bring  into  the  next  year  the 
items  that  properly  belong  to  it. 

After  the  books  were  closed  and  the  profits  ascertained,  the  Board  of  Directors 
met  and  declared  a  dividend  of  20$,  payable  May  15th.  On  that  date  make  voucher- 
checks  to  all  the  stockholders  of  record  except  to  A.  B.  Miller,  no  transfers  of  stock 
having  been  made  since  the  original  subscriptions.  Miller,s  dividend  should  be  applied 
to  his  stock  note  by  Journal  entry.  On  May  15,  he  paid  the  interest  up  to  that  date, 
$12.50,  so  that  all  his  dividend  was  applicable  to  the  face  of  his  note. 

On  May  20,  a  fire  occurred  in  the  factory,  damaging  the  building  and  destroying 
part  of  the  raw  material  and  farm  implements.  The  loss  on  the  building  was  $1,350.00 
at  the  original  cost,  and  on  raw  material  at  cost  was  $1,900.00  and  on  farm  implements 
at  cost  was  $3,750.00.  The  insurance  company  paid  $1,282.50  on  the  building,  $1,800.00 
on  the  material,  and  $3,600.00  on  the  farm  implements.  As  the  insurance  company  settled 
for  the  actual  carrying  value  on  the  building,  that  is,  original  cost,  loss  5%  depre- 
ciation already  written  off,  there  should  be  a  journal  entry  made,  charging  Fire  Loss 
$1,282.50  and  Reserve  for  Depreciation  on  Buildings  $67.50,  and  crediting  Buildings 
with  $1,350.00.  Also  charge  Pire  Loss  $5,650.00  and  credit  Material  Purchases  $1,900.00 
and  Farm  Implement  Purchases  $3,750.00.  Credit  Fire  Loss  through  the  Cashbook  with 
$6,682.50  which  the  insurance  company  paid  on  June  1st.  Through  the  journal  credit 
Fire  Loss  with  $250.00  and  charge  Surplus.  The  charge  is  direct  to  Surplus  and  not  to" 
Profit  and  Loss,  as  it  is  an  accidental  loss,  and  is  not  part  of  the  operating  expense 
of  the  business.  The  charge  to  Surplus  need  not  be  made  until  the  end  of  the  year, 
though  there  is  no  reason  why  it  should  not  be  made  at  once.  On  June  15,  make  a  voucher 
check  to  John  Griffiths  for  $1,350.00  for  replacing  the  burned  portion  of  the  building, 
as  per  his  estimate  on  which  the  settlement  was  made.  This  amount  is  chargeable  to 
•Buildings. 
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JOURNAL  EHTRIES  GLOSHKJ  BOOKS  OP  ADAMS-DRAPER  CO. 
APRIL  30-1905. 


Hardware  Purchases 
Farm  Implement  Purchases 
Merchandise  Inventory 
To  reverse  Inventory,  May  1-1904 

Insurance  &  Taxes 

Unexpired  Insurance 
To  reverse  Unexpired  Insurance,  May  1-1904 

Unexpired  Insurance 

Insurance  &  Taxes 
To  place  on  hooks,  unexpired  value  of  insur- 
ance, April  30-1905. 


2,060.74 
42,414,04 


191.66 


458.75 


44,474.78 


191.66 


458.75 


Merchandise  Inventory  36,268.65 

Farm  Implement  Purchases 
Hardware  Purchases 
Material  Purchases 
Manufacturing  Account 

Goods  in  Process 
Selling  Account 
Engines  Finished  Goods 
Merchandise  Inventories.  April  30-1905 
Depreciation  2,012.80 

Depreciation  Reserve  -  Buildings 
To  create  reserve  of  5%  on  #21,500  for  year  ending 
April  30-1905. 
Depreciation  Reserve  -  Machinery,  Tools  &   Equip- 
ment 
To  create  reserve  of  10%  on  $6,575  for  year  ending 
April  30-1905. 
Horses  &  Wagons 
To  write  off  depreciation  of  20$  on  $1,025.00  for 
year  ending  April  30-1905,  chargeable  ■§■  to 
manufacturing  and  -§-  to  selling. 
Furniture  &  Fixtures 
To  write  off  depreciation  of  10$  on  $393.00  for  year 
ending  April  30-1905. 

Manufacturing  Account  462.00 

Patents 
Expired  value  on  Patents  for  eleven  months,  toeing 
11/125  of  $5,250.00 


14,163.30 
2,647.65 
7,487.50 

4,894.70 

7,075.50 

1,075.00 

657.50 
241.00 


39.30 


462.00 


Copyright,  1912,  Charles  H.  Danger 
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Profit  &  Lo3s  2,500.00 

Reserve  for  Doubtful  Accounts 
To  set  up  reserve  for  doubtful  accounts  to 
April  30-1905 

Insurance  &  Taxes  225.00 

Productive  Labor  1,410.20 

Non-Productive  Labor  435.85 

Accrued  Accounts  Payable 
Accrued  Taxes  &  Wages  to  April  30-1905 

Discount  on  Purchases  210.85 

Accounts  Payable 
Discount  on  Purchases  on  Unpaid  Accounts  Payable 
April  30-1905 

Interest  375.00 

Accrued  Accounts  Payable 
Interest  Accrued  on  Heal  Estate  Mortgage  to 
April  30-1905 


2,500.00 


2,071.05 


210.85 


375.00 


Deferred  Charges  to  Operating 
Interest 
Interest  paid  in  advance  on  Notes  Payable  as  at 
April  30-1905 


77.25 


77.25 


Accrued  Accounts  Receivable 
Interest 
Interest  accrued  on  Notes  Receivable  to  April 
30-1905 


105.60 


105.60 


Deferred  Charges  to  Operating 
Advertising 
To  place  on  the  bool<s  one-fourth  of  the  total  ad- 
vertising for  the  year  ending  April  30-1905 

Manufacturing  Account 
Selling  Account 
Profit  and  Loss 

Depreciation 
Deprec.  on  Buildings         $1,075.00,  Mfg. 
"     "  Mach»y.T.&  Equip.     657.50   " 
"     "  Horses  &  Wagons      120.50   " 

120.50,  Selling 
"     "  Furniture  &   Fixtures   39.30,  P.  &  L. 


6,556.10 


1,853.00 

120.50 

39.30 


6,556.10 


2,012.80 


Copyright,  1912,  Charles  H.  Langer 


Hardware  Sales  802.35 

Farm  Implement  Sales  2,758.35 

Engine  Sales  3,538.50 

Hardware  Return  Sales  &  Allowances  802.35 

Farm  Implement  Return  Sales  &  Allowances  2,758.35 

Engine  Return  Sales  &  Allowances  3,538.50 

To  transfer  Return  Sales  &  Allowances  to  Sales  Ac- 
counts. 
Hardware  Sales  54,277.90 

Farm  Implement  Sales  220,463.40 

Engine  Sales  316,086.15 

Selling  Account  590,827.45 

To  close  into  Selling  Account 

Manufacturing  Account  267,587.68 

Raw  Material  Purchases  129,082.00 

Productive  Labor  91,663.00 

Hon-Productive  Labor  32,156.75 

Freight  &   Cartage- In, 1/3  1,770.68 

Repairs  to  Machinery, Tools  and  Equipment  1,537.95 

Heat,  Light  and  Power  6,775.40 

Shop  Supplies  2,476.55 

Stable  Expense  -jjf  414.53 

Miscellaneous  Factory  Expense  236.75 

Insurance  and  Taxes  2/3  665.27 
To  close  into  Manufacturing  Account 

Selling  Account  265,007.90 

Manufacturing  Account  265,007.96 

To  transfer  to  Selling  Account 

Selling  Account  259,011.82 

Farm  Implement  Purchases  177,650.64 

Hardware  Purchases  43,260.09 

Advertising  19,674.30 

Salesmen's  Salaries  6,675.00 

Salesmen's  Traveling  Expenses  3,835.65 

Freight  &  Cartage,  In  2/3  3,557.37 

Freight  &  Cartage,  Out  2,255.85 

Stable  Expense  ^  414.53 

Miscellaneous  Selling  Expense  1,354.95 

Insurance  and  Taxes  1/3  332.64 
To  close  into  Selling  Account 


Selling  Account  81,762.65 

Profit  &  Loss  81,762.65 


To  transfer  to  Profit  &  Loss 

Copyright,  1912,  Charles  H.  Langer 
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Profit  &  Loss 

Office  Salaries 
Stationery  and  Printing 
Telephone  and  Telegrams 
Miscellaneous  Office  Expense 
Discount  on  Sales 
Interest 
To  close  into  Profit  &  Loss 

Discount  on  Purchase 
Profit  &  Loss 
To  closo  into  Profit  &  Lo3r, 


16,643.82 


5,164.35 


9,685.00 
875.45 
156.95 
220.60 

5,366.30 
339.52 


5;164.35 


Profit  &  Loss 
Surplus 
To  transfer  Net  Profits  to  Surplus 


67,743.80 


67,743.08 
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ADAMS  -  DRAPER  COMPANY 


PROFIT  AND  LOSS  STATEMENT 
YEAR  ENDING  APRIL  30,  1905, 


Sales t 
Engine  Sales 

Less  Return  Sales  &  Allowances 
Farm  Implement  Sales 

Less  Return  Sales  &  Allowances 
Hardware  Sales 

Less  Return  Sales  &  Allowances 
Total  Net  Sales 


$319,624.65 

3.538.50  $316,086.15 
231,221.75 

2.758.55  228,463.40 
56,080.25 

802.55   54.277.90 
598,827.45 


Cost  of  Goods  Sold  ( Exhibit  A) 
Engines 

Farm  Implements 
Hardware 

Gross  Profit  on  Sale3 
Deduct : 
Selling  Expense: 
Advertising 
Salesmen's  Salary 

"     Traveling  Expenses 
Freight  &  Cartage  -  In  2/3 

"      "    Out 
Stable  Expense  1/2 
Miscellaneous  Selling  Expense 
Insurance  and  Taxes  1/3 
Depreciation,  Horses  and  Wagons 

Net  Profit  on  Sales 
Deduct : 
General  Expense: 
Office  Salaries 
Stationery  &  Printing 
Telephone  &  Telegrams 
Miscellaneous  Office  Expense 
Depreciation,  Furniture  and  Fixtures 
Net  Profit  on  Operations 
Deduct 
Net  Interest  Charges  and  Reserve  for  Doubtful  Accounts; 
Discount  on  Sales  $5,366. 

Interest  539. 

Less.  Discount  on  Purchases 

Reserve  for  Doubtful  Accounts 

Net  Profit,  Year  ending  April  30,  1905 


257,932.48 
177,650.64 
43.260.89  478.844.01 

119,983.44 


19,674.30 
6,675.00 
3,835.65 
3,557.37 
2,255.85 

414.53 
1,354.95 

332.64 

120.50   38,220.79 


9,685.00 

875.45 

156.95 

220.60 

39.30 


30 

52   5,705.82 

5,164.35 
541.47 

2,500.00 


81,762.65 


10,977.50 


70,785.35 


3,041.47 


$  67,743.86 


Copyright.  1912.  Charles  H.  Langer 
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AMMS  -  DRAPER  COMPANY 
EXHIBIT  A. 
STATEMENT  SHOWING  COST  OP  MANUFACTURE  AND  COST  OP  GOODS  SOLD. 


Engines 

Cost  of  Manufacture 
Raw  Material  Purchases 

Deduct  Inventory  Apr, 30 ,1905 
Productive  Labor 
Manufacturing  Expense 
Non-Product ive  Labor 
Freight  &  Cartage  -  In  1/3 
Repairs  to  Machinery, Tools  &  Equipment 
Heat,  Light  &  Power 
Shop  Supplies 
Stable  Expense  1/2 
Miscellaneous  Factory  Expense 
Insurance  and  Taxes  2/3 
Depreciation: 
Buildings 

Maohinery,  Tools  &  Equipment 
Horses  and  Wagons 
Patents 
Deduct : 
Goods  in  Process  Apr, 30, 1905 
Cost  of  Manufacture  of  Engines 
Deduct: 
Engines  Finished  Goods,  Apr.30,1905 
Cost  of  Engines  Sold 


$137,370.30 

7.487.50  $129.882.80 
91,663.00  s 

32,156.75 
1,778.68 
1,537.95 
6,775.40 
2,476.55 

414.53 

236.75 

665.27 


$  1,075.00 
657.50 

120.50 

462.00  2.315.00 


48,356.88 


269,902.68 
4.894.70 


$265',007.98 

7.075,50 
257,932,48 


Farm  Implements 

Inventory,  May  1,  1904 
Purchases 
Deduct: 
Inventory  Apr.  30,  1905 
Cost  of  Farm  Implements  Sold 


42,414.04 
149.399.90 


191,813.94 
14.163.30 


177,650.64 


Hardware 

Inventory,  May  1,  1904 
Purchases 
Deduot : 
Inventory,  Apr.  30,  1905 
Cost  of  Hardware  Sold 

Total  Cost  of  Goods  Sold 


2,060.74 
43.847.80 


45,908.54 
2.647.65 


43,260.89 


$478,844.01 


Copyright,  1912,  Charles  H.  Longer 
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ADAMS  -  DRAPER  COMPANY 


BALANCE  SHEET.  APRIL  50.  1905. 


ASSETS 


Land  &  Buildings: 

Land  5,000,00 

Buildings  21,500.00 
Reserve   1.075.00  20.425,00 


Real  Est. Mortgage 

Machy.  Tools  &  Eq. 

Reserve         

Horses  &  Wagons 

Furniture  &  Fixtures 

Patents 

Merchandise  Inventories: 


25,425.00 
12.500.00 
6,575.00 
657.50 


Raw  Material 
Goods  in  Process 
Engines 

Farm  Implements 
Hardware 
Notes  Receivable: 
Customers,  On  Hand 
n  Disc'd. 


7,487.50 
4,894.70 
7,075.50 
14,163.30 
2.  647.65 

9,820.00 

6.000.00 

15,820.00 

5.000.00 


Stock  Subscription 

Accounts  Receivable 

Advances  to  Salesmen 

Accrued  Interest 

Deferred  Charge  to  Operating: 
Advertising         6,556.10 
Int.  Paid  in  Adv.       77.25 
Unexpired  Insurance    458.75 

Cash: 

First  Nat»l.  Bank  4,465.26 

Petty  Cash  100.00 


LIABILITIES 


12,925.00 


Notes  Payable 
Accounts  Payable 
Wages  Payable 
Accrued  Accounts: 
Interest  on  Mortgage 
Taxes 
Notes  Receivable  Dis- 
counted (see  contra) 


375.00 
225.00 


5,917.50 

964.00 

353.70  Reserve  for  Doubtful  Accounts 
4,788.00  Capital  Stock  &  Surplus: 

Capital  Stock       75,000.00 


15,000.00 

12,391.08 

1,846.05 


600.00 


6.000.00 

35,837.13 

2,500.00 


36,268.65 


20,820.00 

86,981.20 

300.00 

105.60 


7,092.10 


4,565.26 


Surplus 


67.743.88  142,743.88 


$181,081.01 


$181,081.01 


Copyright,  1912,  Charles  H.  Langer 
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CHAPTER  31. 

STOCK  VALUES. 

(1)  DIPT^EREIIT  VALUES.  The  value  of  the  shares  of  capital  stock  of  a  corporation 
is  expressed  In  four  different  ways:  Par  value,  Book  value,  Heal  value  and  Market 
value. 

(a)  PAR  VALUE.  The  par  value,  also  called  the  face  is  the  amount  of  money  rep- 
resented by  the  certificate  of  stock;  the  amount  which  the  subscriber  ia  suppoaed  to 
have  paid  in.  The  par  value  is  usually  $100.00  f0r  each  share,  but  may  be  any  amount, 
from  one  dollar  up.  Mining  stock  is  usually  issued  at  a  par  of  one  dollar,  that  ia, 
at  one  dollar  per  share.   In  some  states  the  par  value  of  stock  ia  regulated  by  stat- 
ute. Bbr  instance,  in  Illinois,  it  cannot  be  less  than  $10.00  nor  more  than  $100.00. 
In  others  there  is  no  limit  prescribed.  The  shares  Of  the  Carnegie  Steel  Co.  were 
$1,000.00  each. 

(b)  BOOK  VALUE.  The  book  value  is  what  each  share  of  stock  would  receive  if 
the  company  could  be  liquidated  by  realizing  the  assets  at  the  figures  at  which  they 
appear  on  the  books.  In  other  words,  it  is  the  net  worth  of  the  company,  as  shown  by 
the  books,  divided  among  the  shareholders  In  proportion  to  their  holdings  of  stock. 
Supposing  the  following  condition;  shares  being  $100  each: 

Sundry  Assets            215,000     Capital  Stock  100,000 

Surplus  65,000 

Creditors  50,000 

215,000  215,000 


if  the  sundry  assets  can  be  sold  or  collected  so  as  to  realize  all  of  the  $215,000 
and  the  creditors  were  paid  their  $50,000,  there  would  remain  $165,000  to  be  divided 
among  1000  shares  of  stock,  or  $165  to  each.  The  book  value  of  each  share  ia  there- 
fore $165.  But  as  the  net  worth  of  a  company  is  the  same  as  its  capital  and  aurplua, 
the  book  value  of  each  share  is  found  by  dividing  the  sum  of  the  capital  and  surplus 
by  the  number  of  shares.  If  the  par  value  of  each  share  in  this  example  ia  $50,00, 
the  book  value  would  be  $82.50  per  share,  there  being  2,000  shares  worth  $165,000.00. 

(c)  REAL  VALUE.  As  the  book  value  is  based  on  the  valuation  placed  on  the 
assets  in  the  books,  the  roal  value  is  baaed  on  the  amount  which  would  be  actually 
realized  from  the  assets. 

(d)  MARKET  VALUE.  The  market  value  is  whatever  the  stock  will  sell  for.  This 
may  be  greater  or  less  than  either  the  book  value  or  the  real  value.  If  the  company 
is  making  large  profits  on  a  small  capital,  the  market  value  of  its  stock  may  greatly 
exceed  the  book  value.  On  the  other  hand,  if  it  is  making  no  profits,  or  ia  actually 
losing  money,  the  market  value  may  be  much  less  than  the  book  value. 

TREASURY  STOCK. 

(2)  VZR017G  USE  OF  TERM.  The  term  Treasury  Stock  is  often  applied  to  that  portion 
of  the  original  issue  of  the  capital  stock  of  a  corporation,  which  was  not  aubscribed 
for,  or  which  having  been  subscribed  for*  was  not  paid  for  by  the  subscriber.  This 
use  of  the  term  is  not  considered  correct  by  the  best  authorities.  Such  stock  i8 
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better  described  aa  Unsubscribed  Steele,  or  Unissued  Stock.  As  nothing  was  ever  paid 
for  it,  it  represents  no  value.  If  the  stock  has  been  subscribed  for,  there  may  be 
a  value  in  the  obligation  on  the  part  of  the  subscriber  to  pay  for  it,  but  even  in 
that  case,  the  value  resides  in  the  claim  against  the  subscriber,  and  not  in  the  .stock 
itself. 

(3)  CORRECT  USE  OP  TERM.  True  Treasury  Stock  is  such  stock  only,  as  having  been 
fully  paid  for  and  issued,  has  since  been  re-acquired  by  the  company,  either  by  pur- 
chase or  donation.  A  company  may  buy  its  own  stock  _for  the  purpose  of  getting  rid  of 
an  undesirable  stockholder,  or  it  may  do  so  because,  for  the  time  being,  it  does  not 
need  its  full  capital  for  use  in  its  business  and  takes  this  method  of  reducing  it 
temporarily.  If  it  later  needs  the  money  again,  it  can  sell  the  treasury  stock.  If 
instead  of  buying  the  stock  and  putting  it  in  the  treasury,  it  had  cancelled  the  stock 
and  thus  reduced  its  capital,  it  would  have  to  resort  to  the  formality  of  increasing 
its  capital  again,  when  it  needed  the  money. 

(4)  DONATED  STOCK.  Stock  may  be  donated  to  the  company  for  various  reasons.  If 
the  company  has  made  such  losses  as  to  create  a  serious  deficit,  the  stockholders  may 
donate  enough  shares  to  cover  it.  The  proper  entry  in  this  case  would  be  to  charge 
Treasury  Stock  and  credit  Surplus  with  the  par  value  of  the  stock,  thus  changing  the 
debit  balance  in  the  Surplus  account  to  a  credit.  If  the  company  is  in  need  of 
ready  money  for  working  capital,  and  does  not  wish  to  issue  bonds  or  additional  cap- 
ital, the  stockholders  may  donate  a  portion  of  their  holdings  to  be  sold  for  the  pur- 
pose of  providing  the  desired  funds.  If  this  donation  were  credited  to  the  regular 
Surplus  account,  it  might  be  dissipated  by  having  dividends  paid  out  of  it  by  the 
directors.  As  it  was  given  for  the  purpose  of  providing  permanent  funds  for  the  use 
of  the  company,  It  is  usual  to  attach  a  condition  to  the  donation  that  it  shall  not 

be  used  for  dividends.  In  order  to  show  this  condition  clearly,  the  donation  should 
be  credited  to  Permanent  Surplus  or  Donated  Surplus,  which  would  plainly  show  that 
it  was  not  available  for  dividends. 

The  most  frequent  instances  of  donated  treasury  stock  are  found  in  mining  com- 
panies. The  laws  of  the  mining  states  recognize  the  transfer  of  a  mining  claim  as 
full  payment  of  whatever  stock  may  be  given  foT""lt,  without  regard  to  the  actual  cash 
value  of  the  claim.  The  usual  procedure  is  to  organize  a  company  with  a  capital  stock 
of  several  million  shares  at  one  dollar  each.  The  whole  of  this  stock  is  given  to 
the  holder  of  the  mining  claims  in  payment  for  the  claims.  As  the  company  would  then 
have  no  funds  with  which  to  develop  the  mine,  the  vendor  donates  a  portion  of  the 
stock,  usually  about  half  of  it,  to  the  company  to  be  sold  for  the  purpose  of  raising 
a  working  capital  with  which  development  work  can  be  carried  on.  As  this  stock  has 
been  fully  paid  by  the  transfer  to  the  company  of  the  mining  claims,  it  is  true 
Treasury  Stock.  It  might  seem  as  if  the  entry  offsetting  the  charge  to  Treasury  Stock 
should  be  a  credit  to  Mining  claims,  but  if  that  is  done,  the  value  of  the  claims  is 
largely  reduced  below  what  was  paid  for  them,  thus  throwing  discredit  on  the  purchase 
price.  As  the  stock  was  given  for  the  purpose  of  providing  a  working  capital,  the 
proper  entry  is  a  credit  to  Working  Capital. 

(5)  DONATED  WORKING  CAPITAL.  As  the  stock  donated  for  working  capital  has  been 
fully  paid,  it  can  now  be  sold  at  a  discount,  without  making  the  purchaser  liable  to 
outside  creditors  for  the  difference  between  what  he  paid  for  it  and  par,  as  would  be 
the  case  if  he  bought  original  stock  directly  from  the  company  at  a  discount.  The 
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discount  allowed  on  the  stock  thus  sold  Is  a  reduction  of  the  available  working  capital, 
and  must  eventually  "be  charged  to  Working  Capital  account.  It  is  usual,  however,  to 
charge  it  to  Discount  on  Stock,  until  the  final  settling  up  of  the  Working  Capital. 

As  money  is  realized  by  the  sale  of  treasury  stock,  it  is  used  for  the  develop- 
ment of  the  property.  The  term  "development"  is  made  to  cover  all  the  expenses  that 
ar  e  incurred  not  only  directly  on  the  property  itself,  hut  also  the  expense  of  selling 
the  stock,  on  the  ground  that  if  no  stock  is  sold,  there  would  be  no  money  with  which 
to  pay  for  the  real  development  work.  All  these  expenses  should  be  charged  to  proper- 
ly classified  accounts.  Those  at  the  mine  itself  would  include  Sinking  Shaft,  Care 
of  Property,  Assaying,  Superintendence  and  other  mining  expenses.  At  the  home  office, 
which  is  usually  in  a  large  city,  they  would  include  Officers'  Salaries,  Rent,  Com- 
missions, Advertising  and  all  the  other  expenses  that  might  be  thought  necessary  to 
promote  the  sale  of  stock.  At  the  property,  there  would  also  be  the  cost  of  Buildings 
and  of  Machinery. 

In  a  balance  sheet  prepared  during  the  development  period,  the  assets  would  in- 
clude the  original  cost  of  the  Property  as  bought  with  the  whole  issue  of  stock, 
Buildings,  and  Machinery,  and  then  all  the  various  Expense  accounts  added  together  and 
oarried  out  as  Development  Expense.  The  liabilities  would  include  the  original  Capi- 
tal, with  the  Treasury  Stock  on  hand  deducted,  the  net  being  carried  out  as  outstand- 
ing capital;  the  Working  Capital,  with  the  Discount  on  Stock  deducted,  the  net  being 
carried  out  as  available  working  capital. 

While  the  development  is  going  on,  every  expense  is  thus  considered  to  be  an 
asset  representing  additional  value  to  the  company.  When  development  work  is  finished 
and  operating  begins,  all  the  expenses  necessary  to  get  the  ore  out  of  the  mine  and 
extract  the  metal  from  it,  are  chargeable  to  the  cost  of  product.  As  the  working 
capital  has  now  performed  its  duty  in  developing  the  property,  all  the  expenses  hither- 
to carried  as  Development  Expense,  should  be  charged  to  the  Working  Capital  account, 
together  with  the  Discount  on  Stock.  Those"  things  which  represent  real  value,  such 
as  buildings,  machinery  and  the  shafts  and  drifts  at  a  fair  valuation  would  still  be 
carried  as  assets,  but  those  which  are  purely  expense,  like  commissions,  salaries, 
rent,  etc.,  would  be  a  reduction  of  the  working  capital.  The  balance  left  in  Work- 
ing Capital  account  may  be  treated  in  either  of  two  ways.  It  may  be  credited  direct 
to  the  original  cost  of  the  property,  on  the  ground,  that  it  originated  from  the  stock 
given  for  the  property  when  it  was  first  bought.  Or,  it  may  be  transferred  to  a  Per- 
manent Surplus  account,  indicating  that  it  is  to  be  retained  in  the  business  to  pro- 
vide the  capital  with  which  to  carry  on  operations  t   and  that  it  is  not  available  for 
dividends.  The  only  advantage  of  the  latter  method  is  that  it  retains  the  property 
on  the  books  at  the  value  originally  paid  for  it. 

(6)  PUTTIUG  TREASURY  STOCK  ON  THE  BOOKS.  Treasury  Stock  should  always  be  carried 
on  the  books  at  par.  When  it  is  sold  at  a  discount  a  column  is  provided  in  the  cash- 
book  for  Payments  on  Stock,  in'which  the  net  amount  received  is  entered.  The  total 
of  this  column  is  credited  to  Treasury  Stock  at  the  end  of  the.  month.  The  discount 
on  the  stock  may  then  be  recorded  in  the  journal  by  a  charge  to  Discount  on  Stock  and 
a  credit  to  Treasury  Stock.  A  better  way  is  to  provide  a  Subscription  Register,  in 
which  all  subscriptions  to  stock  would  be  entered,  showing  the  names  and  addresses  of 
subscribers,  the  number  of  shares,  the  face  value,  the  rate  of  discount  an*  the  amount 
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of  discount.  The  total  of  the  latter  column  would  be  charged  to  Discount  on  Stock  and 
credited  to  Treasury  Stock  at  the  end  of  the  month,  directly  from  this  hook,  instead 
of  being  put  throufgi  the  journal.  In  this  way,  the  discount  on  the  stock  is  brought  in- 
to closer  relation  to  the  other  facts  in  regard  to  the  subscription,  making  it  easier 
to  verify  it. 

On  the  balance  sheet.  Treasury  Stock  should  always  be  shown  as  a  deduction  from 
the  Capital  Stock,  the  net  amount  being  carried  out  as  capital  stock  actually  outstand- 
ing. 

(7)  Treasury  Stock  is  inactive  and  is  temporarily  dormant.  It  is  not  entitled  to 
any  dividends,  and  cannot  be  voted.  Even  a  majority  of  the  active  stockholders  cannot 
direct  that  the  vote  of  treasury  stock  shall  be  cast,  because  the  minority  stockholders 
have  a  proportionate  ownership  in  the  treasury  stock,  and  their  own  stock  cannot  be 
voted  against  them. 
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DIARY  OP  EVENTS. 

July  1,1905.  J.  W.  Walters  sold  his  stock  to  the  company  at  $150.00  per  share, 
80  shares  for  $12,000.00.  Charge,  through  the  Voucher  Record,  $8,000.00  to  Treasury 
Stock  and  $4,000.00  to  Surplus.  The  charge  of  the  $4,000.00  to  Surplus  is  made  he- 
cause  eaoh  share  of  stock  is  entitled  to  its  proportion  of  the  surplus,  so  that  the 
purchase  of  the  stock  meant  the  purchase  of  a  portion  of  the  surplus  represented  by 
all  that  was  paid  for  the  stock  above  par. 

July  15.  A.  B.  Miller  paid  the  balance  of  his  stock  note  $4,000.00,  with  two 
months  interest  $40.00. 

September  1.  They  paid  to  T.  M.  Brown,  patent  attorney,  $330.00  for  a  success- 
ful defense  of  a  suit  for  infringement  of  the  patent  they  held. 

November  1.  They  sold  a  machine  whose  original  cost  was  $750.00,  including  in- 
stallation, for  $450.00.  The  proper  entries  to  record  this  transaction  would  be  a 
credit  to  Machinery,  Tools  &  Equipment  for  $450.00  from  the  cashbook,  and  a  journal 
entry  crediting  the  same  account  $300.00  and  charging  Reserve  for  Depreciation,  Mach- 
inery, etc.  $75.00  and  Depreciation  account  $33.75,  and  Surplus  $191.25.  The  depre- 
ciation consists  of  10$  on  $750.00  for  the  first  year  and  5%  on  the  remaining  $675.00 
for  the  last  six  months,  being  at  the  rate  of  10$  per  year  on  the  diminishing  amount. 
The  other  charge  is  to  Surplus  and  not  to  Profit  and  Loss,  because  it  is  not  an  opera- 
ting loss  of  the  current  year.  They  bought  for  cash  of  John  Davis  Co.  a  machine  to  re- 
place the  one  sold,  the  now  machine  costing  $1,200.00. 

Note.  The  depreciation  of  $33.75  for  the  six  months  of  the  current  year  must  be 
charged  to  Operating  with  the  other  depreciation  charges  at  the  end  of  the  year. 
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PROBLEM  Ho.  13. 
A,  B  and  C  are  partners  engaged  in  a  manufacturing  business. 
The  following  is  a  list  of  the  ledger  balances,  showing  the  assets  and  liabili- 
;ies,  other  than  the  partners  capital  accounts. 


Real  Estate 

Dr. 

$35 , 000 

Accounts  Payable 

Cr. 

5,000 

Accounts  Receivable 

Dr. 

9,000 

Real  Estate  Mortgage 

Cr. 

10,000 

Cash 

Dr. 

3,000 

Machinery  and  Tools 

Dr. 

10,000 

Merchandise  Inventory 

Dr. 

20,000 

Notes  Receivable 

Dr. 

3,000 

Notes  Payable 

Cr, 

4,000 

Reserve  for  Depreciation  Machinery  and  Tools 

Cr. 

1,000 

The  interests  of  the  partners  in  the  above  are  A  8/16,  B  2/8  and  C  l/4. 

They  organize  the  Eclipse  Manufacturing  Co» ,  with  a  capital  stock  of  $75,000, 
divided  into  750  shares, par  value  per  share  $100.  They  incorporated  in  a  state 
which  does  not  require  stock  subscription  for  the  full  amount  of  the  authorized  cap- 
ital. The  partners  subscribe  for  stock  in  the  corporation  in  amounts  equal  to  their 
respective  holdings  in  the  partnership. 

The  partners  transferred  their  respective  interests  in  the  net  assets  of  the  part- 
nership to  the  corporation,  the  corporation  taking  over  all  of  the  assets  and  assum- 
ing all  of  the  liabilities.   (  Make  compound  journal  entries  showing  the  transfer  on 
the  partnership  and  also  on  the  corporation  books  ). 

You  are  required  to:(l)  Make  entries,  in  journal  form,  closing  out  books  of  part- 
nership.  (2)  Make  opening  entries,  in  journal  form,  on  the  corporation  books,  embody- 
ing all  the  transactions  given.   (3)  Prepare  and  submit  Balance  Sheet  of  corporation. 

PROBLEM  No.  14. 

The  firm  of  Dillon  £  Horton  kept  their  accounts  in  single  entry  form.  They  found 
that  on  June  30,  1909,  they  had  on  hand  Merchandise,  per  inventory  $9,255,  Buildings 
$5,000,  Machinery  $6,350,  Furniture  &  Fixtures  $1,500,  Horses  &  Wagons  $630,  Cash  $210, 
Customers'  Accounts  $3,070,  Notes  Receivable  $700.  The  liabilities  were  Creditors  ac- 
counts $3,615,  Notes  Payable  $2,100.  Of  the  net  worth  as  shown  above  Dillon* s  inter- 
est was  4/7,  and  Horton' s  interest  was  3/7. 

One  year  later,  June  30,  1910,  the  books  still  being  kept  by  single  entry,  but 
with  some  memorandum  accounts,  showed  the  following:  Cash  $1,350,  Customers'  accounts 
$5,320,  Creditors  $3,780,  Notes  Payable  $3,560,  Dillon's  withdrawals  $950,  Horton's 
withdrawals  $650,  Merchandise  account,  debit  balance  $1,325,  Office  Expenses  $850, 
Salaries  $2,100.  The  inventory  of  Merchandise  on  hand  amounted  to  $12,520,  the  Horses 
&  Wagons  were  valued  at  $600,  the  Furniture  &  Fixtures  $1,800,  the  Buildings  at  $7,500, 
the  Machinery  at  $9,330.  They  held  notes  Receivable  for  $1,240.  They  also  owed  for 
accrued  wages  $120,  which  did  not  appear  on  the  books. 

You  are  required  to  ascertain  the  profit  or  loss  for  the  year,  also  to  prepare 
partners'  accounts,  showing  capital  at  beginning,  transactions  affecting  the  account, 
and  balance  at  the  end  of  the  period.  Profits  or  losses  are  to  be  divided  on  the  ba- 
sis of  the  partners*  capital  accounts  at  the  beginning  of  the  year. 

Copyri#rt,  1912,  Charles  H.  Langer 
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ANSWERS  TO  OUIZ  QUESTIONS. 

Answer  to  Question  No.  16. 

Make  up  a  statement  of  the  condition  of  the  business,  including  all  other  assets 
and  liabilities  in  addition  to  the  personal  accounts  in  the  single  entry  ledger.  The 
excess  of  the  assets  over  liabilities  will  be  the  proprietor^  net  worth  or  capital. 
To  bring  the  books  into  double  entry,  a  journal  entry  is  made  debiting  all  the  vari- 
ous asset  accounts  and  crediting  all  the  liability  accounts,  and  crediting  the  cap- 
ital account  "with  the  excess  of  the  assets  over  liabilities,  or  the  net  worth.  When 
the  ledger  of  the  single  entry  set  is  to  be  continued  in  use,  and  it  contains  the  ac- 
counts with  customers  and  creditors,  it  is  not  ne'cessary  to  detail  all  the  names  of 
these  accounts  with  amounts  due  from,  or  due  to  them,  but  collective  terms  can  be  used 
to  make  one  entry  for  each  class  of  accounts,  such  as  "Customers'  Accounts  as  shown 
by  ledger"  with  the  total  amount  due.  and  a  similar  entry  for  the  creditors'  accounts. 
If  there  are  any  nominal  or  memorandum  accounts  on  the  ledger,  they  should  be  ruled 
off.  Open  up  accounts  with  the  various  asset  and  liability  accounts,  including  the 
capital  account,  and  post  the  journal  debits  and  credits.  As  the  Customers'  and  Cred- 
itor's Accounts  are  already  on  the  ledger,  the  journal  items  representing  these  ac- 
counts are  simply  checked. 

Answer  to  Question  No.  17. 

By  the  Asset  and  Liability  method.  As  a  general  rule  this  cannot  be  done  from 
the  information  contained  in  a  single  entry  set  of  books,  for  the  reason  that  usual- 
ly only  personal  accounts  are  kept.  Ascertain  the  total  Assets  and  Liabilities  at 
the  end  of  the  period  as  shown  by  the  books  and  all  other  available  data.  The  ex- 
cess of  assets  over  liabilities  will  be  the  net  worth  or  vice  versa,  the  net  insolv- 
ency. The  net  worth  or  insolvency,  similarly  ascertained  as  at  the  beginning  of  the 
period,  compared  with  the  net  worth  or  insolvency  at  the  end  of  the  period,  will  show 
the  profit  or  loss  according  to  the  following  conditions: 

1.  If  the  present  worth  is  greater  than  the  net  worth  at  the  beginning,  the  differ- 
ence would  be  the  profit,  if  less  the  loss. 

2.  If  the  present  insolvency  is  greater  than  the  net  insolvency  at  the  beginning, 
the  difference  would  be  the  loss,  if  less  the  profit. 

3.  If  a  net  worth  is  shown  at  the  end  of  the  period  and  net  insolvency  at  the  begin- 
ning, the  result  would  show  a  profit  equal  to  the  sum  of  the  net  worth  and  the 
net  insolvency. 

4.  If  a  net  insolvency  is  shown  at  the  end  and  a  net  worth  at  the  beginning,  the  re- 
sult would  show  a  loss  equal  to  the  sum  of  the  net  insolvency  and  the  net  worth. 
Withdrawals  should  be  deducted  from  the  net  worth,  or  added  to  the  net  insolvency 
at  the  beginning.  Additional  monies  put  into  the  business  should  be  added  to  the 
net  worth  at  the  beginning,  or  deducted  from  the  net  insolvency  at  the  beginning. 

Answer  to  Question  No.  18. 

It  would .  increase  the  net  revenue  by  the  amount  of  the  expense  item  wrongly  clas- 
sified as  an  asset. 

Answer  to  Question  No.  19 » 

It  would  have  no  effect.  For  example,  suppose,  A's  capital  is  $30,000,  B's  $20,000- 
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and  C»s  $10,000  aaitt  each  was  credited  with,  interest  ©  4$  which  would  amount  to  A.  in- 
terest Cr.  $1,200.  B.  $800  and  C.  $400,  or  a  total  of  $2,400,  which  is  charged  to  Prof- 
it' and  Loss.  A's  share  of  this  debit  would  be  one-half  of  $2,400  or  $1,200,  which  is 
the  same  amount  as  his  interest  credit.  The  same  rule  would  apply  to  B.  and  C. 

Answer  to  Question  No.  20. 

As  the  consignment  shipments  are  still  the  property  of  the  shipper,  they  should  "be 
treated  in  preparing; 

(1)  Profit  and  Loss,  as  part  of  the  merchandise  inventory  at  C03t  to  the  credit  of 
Profit  and  Loss. 

(2)  Balance  Sheet,  as  merchandise  inventory  at  cost  out  on'  Consignment, 

Answer  to  Question  No.  21. 

1st  preferred  claims,  2nd  outside  creditors,  3rd  partner's  loans,  4th  partner's 
capital.  Except  that  if  the  losses  have  "been  so  great  as  to  cause  a  partner's  capital 
to  "be  overdrawn,  the  overdraft  must  be  made  good  out  of  his  loan,  if  there  is  one  due 
to  him. 

Answer  to  Question  No.  22. 
Customer's  Account 
Bank 
The  entry  would  include  the  face  of  the  note,  protest  fees,  and  interest  if  any. 
If  the  note  discounted  had  been  entered  to  the  credit  of  Notes  Receivable  Bis- 
counted,  it  would  also  be  necessary  to  reverse  that  entry  debiting  Notes  Receivable 
Discounted  and  crediting  Notes  Receivable. 
Profit  and  Loss,  or  Depreciation 

Reserve  for  Depreciation  -  Machinery 
Bond  Interest 

Accrued  Accounts  Payable. 

Answer  to  Question  No.  23. 

Capital  Expenditures  are  those  made  for  permanent  investments  or  additions  to  a 
business.  Revenue  Expenditures  are  those  incurred  in  the  manufacturing,  trading  or 
general  operations  of  a  business.  The  first  are  necessary  to  carry  on  the  business, 
and  are  not  intended  for  sale,  the  latter  in  a  broad  sense,  are  those  made  to  produce 
revenue. 

Answer  to  Question  No.  24. 

It  should  not  be  considered  as  permanent.  The  patent  should  be  written  off  over 
the  remaining  years  of  life  of  the  patent,  because  after  its  expiration  anyone  would 
have  the  right  to  use  it,  and  it  would  no  longer  amount  to  a  monopoly  with  respect  to 
the  thing  patented. 

Answer  to  Question  No.  25. 

A  Trial  Balance  is  a  statement  showing  the  debit  and  credit  balances  of  the  ac- 
counts in  a  ledger,  including  all  the  real  and  nominal  accounts.  A  Balance  Sheet  is 
a  statement  of  the  debit  and  credit  balances  of  the  real  accounts,  in  the  ledger, after 
the  nominal  accounts  have  been  closed  out  and  the  balance  of  the  Profit  and  Loss  has 
been  transferred  to  the  capital  accounts,  in  case  of  a  single  proprietor  or  partner- 
ship, or  to  the  surplus,  in  a  corporation.  The  values  to  be  those  of  a  going  concern 
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CHAPTER  32. 
CLASSES  OP  STOCK. 

(1)  PRINCIPAL  CLASSES.  The  stock  of  a  corporation  nay  "be  of  one  class  only,  or  it 
may  "be  divided  into  several  classes.  The  forms  of  stock  generally  met  with  are:  Common 
Stock,  Preferred  Stock,  either  Cumulative  or  lion-Cumulative,  and  Guaranteed  Stock. 

(2)  COMMON  STOCK.  When  there  is  only  one  class  of  stock,  it  is  seldom  given  any 
name,  except  Capital  Stock.  Such  stock  must  be  Common  Stock,  since  all  the  rights  per- 
taining to  one  stockholder  are  common  to  all.  When  there  is  more  than  one  class  of 
stock,  each  class  must  receive  a  name,  properly  designating  it.  Common  Stock  is  ordi- 
nary stock  which  has  no  special  privileges  or  restrictions.  It  enjoys  all  the  rights  to 
which  it  would  he  entitled  if  it  were  the  sole  stock,  except  as  those  rights  are  specif- 
ically affected  by  the  privileges  granted  to  other  classes  of  stock.  For  instance,  if 
one  of  the  privileges  granted  to  the  Preferred  Stock  is  a  preference  as  to  assets,  the 
right  of  the  Common  Stock  to  an  equal  participation  in  the  liquidating  dividends,  in 
case  of  the  dissolution  of  the  company,  would  be  affected,  since  the  common  stock  could 
receive  no  part  of  the  assets,  until  the  preferred  had  been  paid  in  full. 

(3)  PREFERRED  STOCK.  Preferred  stock  is  so  called  because  it  is  given  certain 
preferences  over  the  common  stock.  This  is  the  prime  distinction  between  the  two  class- 
es of  stock,  although  in  addition,  the  preferred  stock  may  be  subject  to  restrictions 
of  its  rights,  that  do  not  apply  to  the  common  stock.  The  different  character  of  these 
preferences  determines  the  nature  of  the  preferred  stock.  When  it  is  preferred  as  to 
dividends  only,  the  preference  consists  in  the  right  to  be  paid  a  dividend  at  an  agreed 
rate,  before  the  common  stock  can  reoeive  any  share  of  the  profits.  Like  all  other 
dividends,  the  preferred  dividend  can  be  paid  only  out  of  profits  actually  earned. 
There  are  two  general  classes  of  preferred  stock,  Cumulative  and  Non-Cumulative. 

(4)   CUMULATIVE  PREFERRED.  Cumulative  Preferred  Stock  is  so  called  because  it  is  en- 
titled to  a  dividend  at  the  agreed  rate  for  every  year  from  the  date  of  its  issue,  and 
if  the  company  does  not  make  profits  enough  in  the  first,  or  any  subsequent,  year  to 
pay  the  dividend,  the  right  to  it  accumulates,  and  remains  a  lien  upon  subsequent  prof- 
its, until  it  is  finally  paid.  If  the  profits  are  not  made,  the  preferred  stockholders 
must  wait  for  their  dividends,  until  the  company  has  accumulated  a  surplus:  out  of  which 
to  pay  them.  In  the  meantime,  the  common  stockholders  cannot  receive  any  dividends. 
Even  if  the  profits  are  sufficient  to  pay  the  preferred  dividend,  the  stockholders  can- 
not demand  all  or  any  part  of  it,  if  in  the  judgment  of  the  directors,  it  is  advisable 
to  retain  the  money  in  the  business  as  working  capital. 

Since  all  dividends  are  dependent  on  actual  earnings,  a  cumulative  preferred  divi- 
dend that  is  in  arrears,  because  there  have  not  been  sufficient  profits  out  of  which  to 
pay  it,  is  not  a  liability  of  the  company.  It  i3  therefore  not  expressed  in  the 
balance  sheet,  but  a  notation  should  be  made  of  it  as  a  foot  note,  for  the  benefit  of 
the  stockholders,  as  the  preferred  stockholders  are  entitled  to  know  what  they  can 
hope  for,  and  the  common  stockholders  are  interested  in  knowing  to  what  extent  the 
future  profits  are  subject  to  the  preferred  lien, 

t(5)  NON-CUMULATIVE  PREFERRED.  Non-Cumulative  Preferred  Stock  is  stock  which  is 
entitled  to  a  dividend  at  an  agreed  rate,  provided  the  dividend  is  earned  during  the 
Copyright,  1912,  Charles  H.  Longer 
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year  for  which  the  dividend  is  declared.  If  the  profits  of  any  year  are  not  sufficient 
to  cover  the  dividend  for  tliat  year,  the  right  to  the  dividend  lapses  at  the  end  of  the 
year.  Ef  3ome  profits  are  made,  which  are  not  sufficient  to  pay  the  whole  of  the  pre- 
ferred dividend,  the  directors  nay,  in  their  discretion,  pay  a  partial  dividend,  but 
they  are  not  obliged  to  do  so,  nor  are  they  obliged  to  pay  the  whole  dividond,  even 
when  it  is  earned,  unless  it  can  be  shown  that  the  needs  of  the  business  did  not  justi- 
fy the  directors  in  retaining  the  money. 

(6)  FURTHER  PARTICIPATION  IK  PROFITS.  The  conditions  governing  preferred  divi- 
dends depend  upon  the  agreement  made  v/ith  the  preferred  stockholders  at  the  time  the 
stock  is  issued.  The  dividend  may  be  for  an  agreed  amount  per  share  and  no  more.  It 
may  be  agreed  that,  after  the  common  stock  has  recoived  dividends  on  each  share  equal 
to  the  dividends  paid  on  the  preferred,  any  further  profits  vri.ll  be  divided  at  an 
equal  rate  per  share  between  the  preferred  and  the  common  stock.  This  division  of  the 
profits  would  be  the  one  presumed  by  law,  unless  an  expressed  stipulation  to  the  con- 
trary is  contained  in  either  the  charter  or  by-laws.  It  may  be  agreed  that,  after 
the  common  and  the  preferred  have  received  the  same  dividend  per  share,  any  further 
profits  will  be  given,  one-half  to  the  common  stock  and  one-half  to  the  preferred. 
That  is,  if  the  common  stock  is  $100,000  and  the  preferred  $400,000,  previous  dividends 
per  share  being  equal,  and  an  excess  dividend  of  $40,000  is  declared,  $20,000  of  it 
would  go  to  the  common  and  $20,000  to  the  preferred.  Any  other  conditions  may  be  im- 
posed as  to  dividends  at  the  time  the  stock  is  issued. 

(7)  PREFERENCE  AS  TO  ASSETS.  In  addition  to  being  preferred  as  to  dividends, 
stock  may  be  preferred  as  to  assets.  This  means  that,  if  a  company  is  liquidated,  the 
preferred  stock  has  the  first  lien  on  the  assets,  after  the  creditors  are  paid,  and 
that  it  must  be  paid  in  full,  together  with  accrued  dividends,  if  earned,  if  the  stock 
is  cumulative,  before  the  common  stock  receives  anything.  If  there  are  not  assets 
enough  to  pay  all  the  capital  in  full,  the  common  stock  must  stand  all  the  loss.  It 
might  seem  as  if  there  were  little  difference  between  bonds  and  stock  preferred  both 
as  to  dividends  and  assets,  but  there  is  this  essential  difference;  the  interest  on  . 
bonds  is  payable  whether  earned  or  not,  while  dividends  on  any  kind  of  stock  are  pay- 
able only  when  actually  earned.   In  addition,  bonds  are  usually  a  lien  on  specific 
assets,  ranking  before  the  general  creditors,  while  the  preferred  stock  ranks  after 
the  general  creditors,  whose  claims  must  be  satisfied  before  the  stock  can  receive 
anything. 

(8)  RESTRICTIONS  AND  OTHER  PROVISIONS.  Preferred  stock  may  be  issued  v/ith  the 
provision  that  it  may  be  redeemed  after  a  specified  time,  at  the  option  of  the  company, 
usually  at  a  small  premium. 

Sometimes,  a  second  preferred  stock  is  issued,  which  may  be  of  any  character  a- 
greed  upon.  It  takes  rank  after  the  first  preferred  and  before  the  common. 

The  articles  of  association  may  provide  that  the  preferred  stock  shall  have  no 
voting  power,  and  therefore,  no  voice  in  the  management  of  the  company.  If  there  is 
no  such  provision,  each  share  of  preferred  stock  will  have  an  equal  vote  with  each 
share  of  the  common.  Sometimes  the  preferred  stock  is  given  the  right  to  elect  a  minor- 
ity of  the  board  of  directors. 

The  certificates  issued  for  preferred  stock  must  show  its  character  on  their  face. 
Unless  all  the  conditions  governing  are  stated  on  the  certificate,  it  is  necessary  to 
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consult  the  charter  and  by-laws,  in  order,  to \ ascertain  the  exact  nature  of  the  prefer- 
ence. On  the  stock  ledger  a  separate  account v must  be  kept  with  each  class  of  stock, 
and  on  the  balance  shoot  each  stock  must  be  stated  separate ly.^ 

(9)  GUARANTEED  STOCK.  Sometimes  a  dividend  is  guaranteed  by  a  company  on  an 
issue  of  its  own  preferred  stock,  and  this  stock  is  given  the  name  of  Guaranteed  Stock. 
The  only  •vay  in  which  this  differs  from  ordinary  preferred  stock  is  that  it  is  not  op- 
tional with  the  board  of  directors  to  pay  the  dividend,  if  it  is  earned.  They  must 
pay  it,  if  the  profits  are  sufficient  to  cover  it.  The  guarantee  is  not  an  absolute 
promise  to  pay  the  dividend,  because  no  corporation  can  pay  any  dividend  unless  it  is 
actually  earned. 

Sometimes  one  company  will  lease  the  business  of  another  company,  and  in  payment 
will  guarantee  to  pay  a  fixed  dividend  on  the  stock  of  the  leased  company.  In  such  a 
case,  the  stock  of  the  leased  company  i3  correctly  designated  guaranteed  stock. 

THE  SURPLUS  STATEMENT. 

Uo)  ITEMS  DIRECTLY  AFFECTING  SURPLUS.  As  the  Profit  and  Lo3s  account  is  the  ac- 
count into  which  are  closed  all  the  items  affecting  the  revenue  from  operations  for  the 
current  year,  it  is  incorrect  to  include  in  that  account  anything  which  does  not  belong 
strictly  to  the  regular  operations  of  the  year.  Any  items  which  should  have  been  in- 
cluded in  the  operations  of  previous  years,  and  any  which  are  extraneous  or  extraordi- 
nary in  character,  should  find  expression  by  a  charge  or  credit  directly  to  the  Surplus 
account,  As  a  dividend  is  a  disposition  of  accumulated  profits,  it  is  a  direct  charge 
to  Surplus,  and  not  to  the  operating  account  of  Profit  and  Loss. 

(11)  PCRi:  CF  SURPLUS  STATEMENT.  The  Surplus  Statement  is  made  up  in  such  a  form 
as  to  show  the  balance  appearing  on  the  books  at  the  close  of  the  previous  period,  to, 
which  are  added  any  adjustments  increasing  the  surplus,  and  from  which  are  deducted 
any  adjustments  decreasing  the  surplus.  The  result  will  be  the  balance  that  would  have 
appeared  in  the  Surplus  account,  if  all  the  items  had  been  correctly  stated  in  the  pre- 
vious year.  To  this  balance  are  added  any  extraordinary  profits,  and  from  it  are  de- 
ducted any  extraordinary  losses  of  the  current  year  not  pertaining  to  the  ordinary 
operations  of  the  business.  The  net  profit  from  the  operations  of  the  year  is  then  add- 
ed. The  result  will  be  the  total  Surplus  to  date.  From  this  is  deducted  any  dividend 
declared,  the  result  being  the  net  undivided  Surplus. 

EXAMPLE  OF  SURPLUS  STATEMENT. 

Balance  at  credit,  January  1,  1911  27,500.00 

Adjustments  affecting  period  to  December  31,  1910. 
Add: 

Omission  from  Inventory,  Dec.  31,  1910  1,200.00 

Accrued  Interest  on  Notes  Receivable,  not 

taken  into  account  Dec.  31,  1910.  65.00       1,265.00 

28,115.00 
Deduct 

Reserve  for  Taxes,  omitted  Dec.  31,  1910  650.00 

Adjusted  Balance,  January  1,  1911,  Carried  forward,  28,115.00 

Copyright,  1912,  Charles  H.  Langer 
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Adjusted  Balance,  January  1,  1911,  forwarded,  28,115.00 

Extraordinary  Profits: 

Profit  on  Real  Estate  Sold  2,550.00 

30,465.00 
Extraordinary  Losses: 

Loss  from  Pire  1,535.00 


28,930.00 
Dividends  declared  10,000.00 


18,930.00 
Profit  for  yoar  ending  December  31,  1911  14,350.00 

Balance  at  credit,  December  31,  1911  33,280.00 


(12)  ACCOMODATION  PAPER. 

VJhen  a  concern  is  in  need  of  ready  money  and  has  no  legitimate  means  of  acquiring 
it,  recourse  is  often  had  to  what  is  known  as  accomodation  paper.  This  consists  in 
exchanging  checks,  notes  or  other  negotiable  paper  with  some  other  concern,  and  in  us- 
ing them  a3  a  means  of  raising  money.  In  the  case  of  checks,  it  is  often  an  endless 
chain,  a  new  check  being  borrowed  each  day  to  cover  the  one  borrowed  the  day  before,  and 
which  has  now  to  be  replaced.  In  the  case  of  notes,  a  longer  time  elapses  before  the 
note  comes  due,  giving  the  borrower  more  time  in  which  to  raise  the  money  in  a  legiti- 
mate way,  if  he  can,  and  to  pay  off  the  borrowed  note. 

This  practice  i3  a  very  dangerous  one  to  one  or  the  other  party  to  it  who  may  be 
in  good  financial  position.  Usually  such  a  person  is  drawn  into  giving  his  chock  or 
note  from  a  desire  to  help  a  personal  friend  or  relative.  If  the  party  to  whom  he  has 
given  his  paper  should  fail,  the  man  who  is  financially  responsible  must  pay  it  himself, 
and  if  he  is  unable  to  do  so,  may  himself  be  thrown  into  the  hands  of  a  receiver,  al- 
though otherwise  he  may  be  entirely  solvent. 

Exchanging  accommodation  paper  is  also  spoken  of  as  "swopping"  checks  or  notes,  and 
is  often  called  "kiting",  and  the  paper  itself  is  called  a  "kite".  The  reason  for  the 
name  is  that  there  is  nothing  of  solid  value  upholding  such  paper,  whereas  legitimate 
commercial  paper  has  behind  it  the  valuable  consideration  of  the  goods  for  which  it  paid. 

Sometimes,  these  kites  are  very  ingeniously  managed  and  difficult  to  trace.  For 
instance.  A,  in  Chicago  drew  a  ten  days  sight  draft  on  B  in  Denver,  who  duly  accepted 
it ."""■  When  it  came  due,  B  drew  for  the  same  amount  at  sight  on  C  in  Chicago.  When  the 
sight  draft  reached  Chicago  C  notified  A,  who  gave  him  the  money  with  Which  to  pay  it, 
A  in  the  meantime,  having  negotiated  another  ten  days  sight  draft  on  B,  in  order  to 
raise  the  money.  This  went  on  until  the  banks  became  suspicious,  and  made  such  inquir- 
ies as  to  stop  the  process."  A  bank  will  not  tolerate  the  practice  of  kiting  if  it 
discovers  it. 
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PROBLEM  No.  15. 

The  Acorn  Manufacturing  Co.,  a  corporation,  are  manufacturers  of  patented  steam 
gauges.  They  also  deal  in  engineers  supplies.  A  Trial  Balance  of  the  General  Lod- 
ger, June  30,  1908,  disclosed  the  following  conditions. 


Land 

10,000 

Buildings,  (Cost  July  1,  1907) 
Reserve  for  Depreciation  -  Building 
Real  Estate  Mortgage 

32,000 

800 
12,000 

Machinery  &  Tools 

Reserve  for  Depreciation  -  Machinory  &  Tools 

26,000 

1,300 

Horses  and  Wagons 

1,700 

Furniture  &  Fixtures 

300 

Patents 

8,000 

Inventories,  January  1,  1908: 
Raw  Materials 

12,600 

Goods  in  Process 

Steam  Gauges  ( Finished  Goods ) 

8,050 
21,020 

Engineers  Supplies 

14,310 

Notes  Receivable 

10,000 

Accounts  Receivable 

48,000 

Cash 

2,220 

Notes  Payable 
Accounts  Payable 
Capital  Stock 

12,000 

32,550 

100,000 

Treasury  Stock 

Surplus 

Raw  Material  Purchases 

15,000 
33,650 

22,080 

Freight  -  Raw  Material  Purchases 

2,620 

Productive  Labor 

38,910 

Non-Productive  Labor 

10,900 

Superintendence  -  Factory 
Heat,  Light  &   Power 

3,500 
2,610 

Shop  Supplies 

Miscellaneous  Factory  Expense 

Cartage 

Stable  Expense 

1,190 
820 

1,600 
830 

Insurance  -  Factory  Building  &  Stock 

930 

Repairs  to  Buildings 

"    "  Machinery  &  Tools 
Advertising 

410 

360 

5,260 

Taxes 

500 

Salesmen's  Salaries 

3,750 

"     Traveling  Expenses 
Rent  -  Warehouse 

3,210 
900 

Insurance  -  Warehouse  Stock 

1,140 

Steam  Gauge  Sales 

142,040 

"     "   Return  Sales  &  Allowances 

3,850 

326,140* 
Longer 

Forward 

Copyrirfit.  1912.  Charles  H. 

322,770 

Forward  3?-M*°      3^»770 

Engineers  Supplies  Sales  40,405 

•»       •»    "Return  Sales  &  Allowances  1,410 

n       '»    Purchases  27,050 

Office  Salaries  4,500 

Stationery  &   Printing  275 

Postage  420 

Miscellaneous  Office  Expense  310 

Rent  -  Office  Building  600 

Legal  Expense  2^° 

Bad  Debts  Written  Off  330 

Interest  9E0 

Discount  on  Sales  2,730 

»      '»  Purchases  ■ 1,760 

Total  $364.955      $364,955 

Close  the  books,  taking  into  consideration  the  following: 

Unexpired  Insurance  -  Factory  Building  &  Stock  320 

"        "    -  Warehouse  Stock  47° 

Accrued  Taxes  estimated  30° 

"    Interest  on  Notes  Payable  28° 

n       ti     it   n   Receivable  15° 

Inventories,  June  30,  1908: 

Raw  Material  14,120 

Good3  in  Process  8,910 

Steam  Gauges  (Finished  Goods)  23,320 

Engineers  Supplies  13,660 

The  Cartage  and  Stable  expense  and  Depreciation  on  Horses  and  Wagons  to  be  charg- 
ed one-half  to  Manufacturing  and  one-half  to  Selling  Account. 

The  Taxes  are  to  be  charged  3/4  to  Manufacturing  and  l/4  to  Profit  and  Loss. 
Create  reserve  for  depreciation  on  buildings  at  the  rate  of  5$  per  annum,  on  the 
original  valuation. 

Create  reserve  for  depreciation  on  Machinery  &  Tools  at  the  rate  of  10$  per  an- 
num on  the  diminishing  value. 

Write  off  depreciation  for  Horses  and  Wagons  at  the  rate  of  20$  per  annum. 

»    '•      "       »»  Furniture  &  Fixtures  at  the  rate  of  10$  per  annum. 
Patents  expire  10  years  from  January  1,  1908. 
Create  a  reserve  for  Doubtful  Accounts  $750. 

The  Directors  declared  a  dividend  on  June  1,  1908,  of  5%  on  the  outstanding  cap- 
ital stock,  payable  July  15,  1908,  for  which  no  entry  had  been  made  on  the  books. 

Prepare  necessary  journal  entries  giving  effect  to  the  foregoing,  also  entries 
closing  the  books  through  the  Manufacturing,  the  Selling  and  the  Profit  and  Loss  ac- 
counts. Prepare  a  Profit  and  L03S  Statement,  (not  ledger  accounts)  and  submit  it 
and.  all  the  journal  entries  and  the  Balance  Sheet. 

NOTE.  The  totals  of  the  debit  and  credit  Journal  entries  to  Manufacturing  Ac- 
count should  be  equal.  The  same  holds  true  of  tho  Selling  and  Profit  and  Loss  Ac- 
count. The  student  should  prove  this  part  of  the  work  by  opening  ledger  accounts 
for  these  three  accounts,  (outside  of  the  work  to  be  handed  in  for  criticism)  and 
posting  the  debits  and  credits  thereto.  The  proof  of  the  correctness  will  be  found 
in  the  equality  of  the  debits  and  credits. 

nrvmjvieivt.  1912.  Charles  H.  Langer 
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SOLUTION.  PROBLEM  No.  15. 
A  Balance  Sheet  having  teen  set  up  as  a  memorandum,  it  is  disclosed  that  the  net 
assets,  and  therefore  the  capital,  amount  to  $60,000  of  which  A  is  entitled  to  $30,000, 
B  to  $15,000  and  C  to  $15,000.  The  Balance  Sheet  is  not  asked  for  and  therefore  is 
not  given  here. 

JOURNAL  ENTRIES  CLOSING  OUT  BOOKS  OF  PARTNERSHIP. 
Eclipso  Manufacturing  Co.  60,000 

Accounts  Payable  5,000 

Real  Estate  Mortgage  10,000 

Notes  Payable  4,000 

Reserve  for  Depreciation,  Machinery  &  Tools  1,000 

Real  Estate  35,000 

Accounts  Receivable  9,000 

Cash  3,000 

Machinery  &  Tools  10,000 

Merchandise  Inventory  20,000 

Notes  Receivable  3,000 

To  transfer  to  Eclipse  Mfg.  Co.  all  the  assets  and  liabilities. 

Stock  Eclipse  Manufacturing  Co.  60,000 

Eclipse  Manufacturing  Co.  60,000 

Stock  received  in  paymont  of  the  transfer  of  net  assets. 

A»s  Capital  Account  30,000 

B's    "      »  15,000 

C»s    "      "  15,000 

Stock  Eclipse  Manufacturing  uo.  60,000 

Distribution  of  stock  to  partners. 

JOURNAL  ENTRIES  ON  CORPORATION  BOOKS. 
Stock  Subscription  60,000 

Capital  Stock  60,000 

Subscription  to  the  capital  stock  of  the  Eclipse  Mfg.  Co. 

A,  300  shares  ©  $100  30,000 

B,  150    "   ©$100  15,000 

C,  150    *   ©  $100  15.000 
Unsubscribed  Stock  15,000 

Capital  Stock  15,000 

To  set  up  on  the  books  the  unsubscribed  stock  and  to  show  the 
full  amount  of  the  authorized  capital 

Real  Estate  35,000 

Accounts  Receivable  9,000 

Cash  3,000 

Machinery  &  Tools  10,000 

Merchandise  Inventory  20,000 

Notes  Receivable  3,000 
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Accounts  Payable 

Real  Estate  Mortgage 

Notes  Payable 

Reserve  for  Depreciation,  Machinery  &   T00I3 

A,  Vendor 

B, 

C,    ■ 
To  record  the  purchase  of  assets  and  assumption  of  liabilities 
"of  A,  B  &  C  ,  see  minutes  of  stockholders  meeting. 


5,000 
10,000 
4,000 
1,000 
30,000 
15,000 
15,000 


A,  Vendor 

B, 

C, 

Stock  Subscription 
To  transfer  vendors*  accounts  to  their  stock  subscriptions. 


30,000 
15,000 
15,000 


60,000 


ECLIPSE  MANUFACTURING  CO..  BALANCE  SHEET. 


ASSETS. 
Real  Estate  35,000 

Deduct  Real  Est.Mortg.  10.000 
Machinery  &  Tools     10,000 
Reserve  for  Depreciation  1TQ00 
Merchandise  Inventory 
Notes  Receivable 
Accounts  Receivable 
Cash 


25,000 


9,000 
20,000 
3,000 
9,000 
3,000 
69,000 


LIABILITIES. 
Capital  Stock      75,000 
Less  Unsub'd.  Stock  15,000 
Notes  Payable 
Accounts  Payable. 


60,000 
4,000 
5,000 


69,000 


SOLUTION,  PROBLEM  No.  14. 


The  condition  June  30.  1909  was: 


Merchandise  Inventory 

Buildings 

Machinery 

Furniture  &  Fixtures 

Horses  &  Wagons 

Cash 

Customers 

Notes  Receivable 

Deduct  Liabilities 
Creditors 
Notes  Payable 

Net  Worth 


9,255 

5,000 

6,350 

1,500 

630 

210 

3,070 

700 

3,615 
2,100 


26,715 


5,715 
21,000 


Dillon's  share  4/7 
Horton's  share  3/7 


12,000 
9,000 
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The  condition  June  50.  1910  was; 


Merchandise  Inventory- 
Buildings 
Machinery 

Ftumiture  &   Fixtures 
Horses  &  Wagons 
Gash 

Oust oners 
Notes  Receivable 

Deduct  Liabilities 
Creditors 
Notes  Payable 
Accrued  Wages 

Net  Worth 

Previous  Net  Worth 

Increase  in  Net  Worth 

Add  Drawings,  Dillon  $950,  Horton  $650. 

Total  Profit  year  ending  6/30/lQ 


12,320 

7,500 

9,330 

1,800 

600 

1,350 

5,320 

1.240 

39,460 

3,780 

3,560 

120 

7f460 

32,000 

21.000 

11,000 

1.600 

12.600 

DILLON'S  CAPITAL. 


Drawings 
Balance  6/30/10 


950         Balance  6/30/09 
18,250         4/7  of  Profit 
19.200 


12,000 

7.200 

19.200 


HORTON *S  CAPITAL. 


Drawings 
Balance  6/30/10 


650         Balance  6/30/09 
13,750         3/7  of  Profit 
14,400 


9,000 

5.400 

14,400 
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CHAPTER  33. 
BONDS. 

(1)  DEFINITION  0?  BONDS.  A  bond  is  a  written  instrument  under  seal,  promising  to 
pay  a  definite  sum  of  money  at  a  fixed  future  date.  Usually  it  is  secured  by  a  trust 
deed  mortgaging  the  real  estate  held  by  the  company.  It  nay  bo  either  coupon  or  re- 
gistered. A  coupon  bond  is  one  that  has  attached  to  it  small  certificates  or  warrants 
representing  the  interest  due  from  time  to  time,  which  are  called  coupons.  Both  the 
coupons  and  the  bond  itself  are  payable  to  bearer.  A  registered  bond  has  no  coupons, 
and  the  bond  itself  is  registered  on  the  books  of  the  company  in  the  name  of  its  owner, 
to  whom  the  interest  is  paid  by  check  when  due.  Often  a  combination  of  these  two  class- 
es of  bonds  is  issued,  in  which  the  principal  may  be  registered,  but  the  interest  is 
paid  by  coupons  payable  to  bearer.  ' 

(2)  CLASSES  OF  BONDS.  Bonds  are  classified  according  to  the  nature  of  the  secur- 
ity upon  which  they  rest.  First  Mortgage  bonds  are  those  v/hich  are  secured  by  first 
mortgage  on  real  estate  owned  by  the  company.  There  may  be  second  mortgage  bonds,  se- 
cured by  a  second  mortgage  on  the  same  real  estate,  which  are  a  lien  on  the  real  es- 
tate only  after  the  first  mortgage  bonds  are  paid.  If  a  third  or  a  fourth  series  of 
bonds  are  issued  against  the  same  property,  they  would  rank  aftor  the  second  mortgage 
bonds  in  the  order  of  their  priority.  Debenture  bonds  have  no  definite  security  other 
than  the  general  assets  of  the  company.  They  differ  from  ordinary  unsecured  notes  pay- 
able only  in  being  more  formal  and  running  for  a  much  longer  time.  Being  unsecured, 
they  are  on  the  same  level  as  the  general  unsecured  floating  indebtedness,  in  case  the 
corporation  becomes  insolvent.  Collateral  Trust  bonds  are  secured  by  specific  property 
of  the  corporation,  other  than  real  estate.  The  security  may  consist  of  the  stock  or 
bonds  of  other  companies  owned  by  the  corporation,  or  of  long  time  notes  receivable 
deposited  as  security  with  the  trustee  of  the  bonds,  or  of  other  property,  such  as  the 
rolling  stock  of  a  railroad  company.  Income  bonds  are  bonds  the  principal  of  which  is 
usually  secured  by  a  mortgage,  but,  as  the  name  implies,  the  interest  on  them  is  pay- 
able only  when  the  company  has  earned  sufficient  income  to  provide  for  it.  If  the 
company  does  not  make  any  profits,  no  interest  need  be  paid  on  the  bond3. 

(3)  ADVANTAGE  OF  ISSUING  BONDS,  RATHER  THAN  STOCK.  When  a  company  wishes  to  ac- 
quire a  new  or  an  additional  plant,  it  may  provide  the  monoy  to  pay  for  it  by  increas- 
ing its  capital  stock  and  selling  the  new  stock  to  outside  parties.  The  objection  to 
this  plan  is  that,  as  the  stock  so  issued  is  taken  by  persons  different  from  the  present 
management,  the  control  of  the  company  may  be  lost  to  the  original  stockholders,  if  the 
holders  of  the  new  stock  can  obtain  a  majority  of  the  shares.  Another  objection  is 
that  the  old  stockholders  are  giving  the  new  stockholders  a  proportionate  share  in  all 
the  earnings  of  the  company.  In  a  very  prosperous  business  the  old  stockholders  would 
be  very  unwise  to  share  their  profits  with  others,  who  had  not  had  any  part  in  build- 
ing up  the  profitable  business. 

Under  some  circumstances,  both  these  objections  can  be  overcome  by  an  issue  of 
cumulative  preferred  stock  without  voting  power.  It  is  not  always  possible  to  sell 
such  stock,  unless  the  company  is  exceptionally  strong  and  prosperous.  Therefore,  the 
plan  usually  adopted,  when  the  company  owns  its  plant,  is  to  issue  bondsl"  The  advantage 
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to  a  company  of  issuing  bonds  in  order  to  raise  money  as  additional  working  capital  aris- 
es from  the  fact  that  the  bondholders  have  no  votes  and  cannot  interfere  with  the  manage- 
ment of  the  company  as  long  as  their  interest  is  promptly  paid,  and  from  the  farther  fact 
that  the  interest  on  the  bonds  is  at  a  fixed  rate  and  the  stockholders  do  not  have  to  pay 
any  more  than  that  rate,  however  largo  may  be  the  profits  of  the  company. 

(4)  ADVANTAGES  TO  TIIR  INVESTOR.  On  the  part  of  the  investor  who  buys  the  bonds, 
the  advantage  consists  in  the  greater  security  of  his  principal,  since  he  is  able  to  step 
in  and  take  possession  of  the  property,  if  the  interest,  and  eventually  the  principal, 
are  not  promptly  paid.  As  the  interest  on  the  bonds  must  be  paid  whether  the  company 
earns  profits  or  not,  the  bondholder  is  sure  of  his  income,  while  the  stockholder  is  not. 
For  this  reason  an  investor  will  be  satisfied  with  a  smaller  rate  of  interest  on  a  secur- 
od  bond,  than  ho  would  expect  to  receive  as  dividend  on  stock,  when  he  takes  the  risk  of 
losing  both  his  income  and  his  principal  by  buying  stock  in  the  company.  On  account  ot 
its  more  stable  character,  a  bond  is  less  likely  to  fluctuate  in  price  than  is  stock, 
and  for  this  reason  is  more  easily  sold,  or  made  available  as  collateral  for  a  loan. 

(5)  ISSUING  BONDS  FOR  PROPERTY.  Bonds  may  be  issued  directly  in  purchase  of  prop- 
erty by  being  given  to  the  owners  of  the  property  in  exchange  for  it,  or  to  the  con- 
tractors in  payment  for  construction  work,  or  they  may  be  sold  to  investors  and  the  cash 
proceeds  used  to  purchase  the  property.  When  property  is  bought,  there  is  often  a 
choice  of  two  options,  the  seller  agreeing  to  give  his  property  in  exchange  for  a  cer- 
tain amount  in  bonds  or  for  a  smaller  amount  in  cash.  This  establishes  the  value  of  the 
bonds  as  being  less  than  their  face  value.  When  part  of  an  issue  of  bonds  is  given  for 
property,  and  the  remainder  of  the  issue  is  sold  for  cash  at  less  than  par,  the  cash 
price  realized  establishes  the  fact  that  the  whole  issue  is  worth  less  than  its  face. 
Unlike  stock,  bonds  may  be  thus  sold  at  a  discount  by  the  company,  without  making  the 
purchaser  liable  for  the  difference  between  the  purchase  price  and  par. 

(6)  DISCOUNT  ON  BONDS.  The  principal  reason  that  bonds  are  not  sold  for  their 
face  is  because  the  rate  of  interest  is  not  high  enough  to  cause  an  investor  to  pay 
par  for  them.  The  two  elements  fixing  the  price  at  which  a  bond  can  be  3old  are,  the 
security  and  the  rate  of  interest.  The  greater  the  security  is,  the  lower  can  be  the 
interest.  On  the  basis  of  the  same  security,  the  price  that  can  be  obtained  will  in- 
crease as  the  rate  of  interest  increases,  because  the  investor  will  be  willing  to  pay 
more  for  the  sake  of  the  greater  return  for  Ms  money.  In  issuing  bonds  therefore,  the 
question  must  be  decided  whether  to  pay  a  small  interest  during  the  life  of  the  bonds, 
and  to  suffer  a  consequent  present  loss  by  being  obliged  to  sell  them  below  par,  or  to  - 
pay  a  larger  interest  through  the  future  years  and  thus  to  be  able  to  sell  the  bonds  at, 
or  above,  par  and  make  no  present  loss.  At  whatever  price  the  bonds  are  sold,  the  face 
value  must  be  paid  when  they  become  due.  The  company  issuing  bonds  at  a  discount  not 
only  pays  the  interest  during  the  years,  but  also,  by  paying  the  face  of  the  bonds  at 
maturity,  it  pays  the  discount  as  well.  The  discount  is  thus  seen  to  be  a  sum  paid  in 
advance  in  place  of  interest  to  be  paid  later,  and  is  in  reality  a  prepayment  of  inter- 
est. It  may  be  better  for  a  company  to  sell  a  five  per  cent  bond  at  ninety  cents  on 

the  dollar  than  to  make  the  interest  six  per  cent  and  sell  the  bonds  at  par.  Reference 
to  a  table  of  bond  values  will  show  that  the  five  per  cent  bond  at  ninety  will  be  the 
better  bargain  for  the  company,  if  the  bonds  run  more  than  fifteen  and  one-half  years. 
Until  comparatively  recent  times  the  discount  on  bonds  given  for  property,  or  on  bonds 
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soli  for  cash,  tho  proceod3  of  which  wore  used  to  pay  for  property,  was  considered  a 
legitimate  charge  against  the  cost  of  the  property.  Tho  opinion  is  now  generally 
held  that  this  view  is  incorrect,  and  that  the  proper  method  is  to  charge  the  discount 
to  Discount  on  Bonis.  Each  year  a  pro-rata  amount  should  bo  charged  to  Bond  Interest 
and  credited  to  Discount  on  Bonds,  sufficient  to  extinguish  the  discount  by  the  time 
the  bonis  become  iue.  Tho  Inter  State  Commerce  Commission  have  made  this  method  obli- 
gatory on  the  railroads. 

(7)  TREATMENT  IN  THE  ACCOUNTS.  In  some  states  the  Board  of  Directors,  in  others 
only  the  stockholders,  can  authorize  an  issue  of  bonds.  The  proper  action  having  been 
taken,  the  mortgage  securing  the  bonds  having  been  recorded,  and  the  trustee  having 
certified  that  no  more  than  the  authorized  issue  have  been  executed,  the  bonds  are 
ready  to  be  issued.  They  may  be  put  on  the  books  at  once  by  a  journal  entry,  charging 
Bonds  in  the  Treasury  and  crediting  Bonds  for  the  full  face  value  of  the  authorized 
issue.  Unlike  unissued  stock,  unissued  bonds  may  be  carried  in  the  treasury,  because, 
being  a  mortgage  lien  on  the  property,  they  represent  actual  value.  They  can  be  used 
by  the  company  itsolf  as  collateral  for  loans.  VZhen  any  of  the  bonds  are  sold,  the 
amount  realized  is  credited  through  the  cashbook  to  Bonds  in  the  Treasury.  If  the 
bonds  were  soli  at  a  discount,  the  amount  of  the  discount  is  charged  to  Discount  on 
Bonds,  and  croditod  to  Bonds  in  the  Treasury. 

Sometimes  no  entry  is  made  for  the  bonds  until  they  are  actually  sold,  each  sale 
being  credited  to  the  Bond  account  when  the  money  is  received.  This  is  objectiona- 
ble, because  there  is  then  no  record  on  the  books  of  the  full  amount  of  the  mortgage 
lien  on  the  property,  nor  of  the  available  asset  of  the  bonds  that  are  on  hand,  unsold. 

When  bonds  are  sold  at  a  premium,  the  theoretical  method  would  be  to  credit  pre- 
mium on  Bonds,  and  to  write  off  the  premium  during  tho  life  of  the  bonds  by  an  annual 
credit  to  Bond  Interest  and  charge  to  Premium  on  Bonds.  However,  the  amount  of  the 
premium  is  usually  comparatively  small,  and  the  general  practice  is  to  offset  it 
against  the  expenses  incident  to  the  organization  of  the  company,  on  the  ground  that 
one  is  a  profit  and  the  other  an  expense  that  should  be  spread  over  future  years,  in- 
stead of  being  put  into  the  profit  and  loss  account  of  the  first  year. 

(8)  BOND  INTEREST,  tfhen  interest  is  paid  on  the  bonds,  usually  semi-annually, 
it  should  always  be  charged  to  Bond  Interest  and  not  to  the  general  Interost  account. 
The  interest  on  the  bonds  is  a  fixed  charge,  both  as  to  amount  and  date  of  payment, 
while  ordinary  interest  on  notes  payable  varies  with  the  notes  outstanding.  If  the 
interest  on  the  bonds  has  not  been  paid  in  full  at  the  time  of  closing  the  books, 
the  amount  accrued  to  date  should  be  shown  as  a  specific  liability,  and  not  included 
with  other  accrued  accounts  payable,  as  it  is  a  mortgage  lien,  when  due. 

(9)  BONDS  IN  THE  BALANCE  SHEET.  The  face  value  of  the  authorized  issue  will 
appear  in  the  Balance  Sheet  as  a  liability  on  the  credit  side.  Bonds  in  the  Treasury 
may  be  shown  at  their  face  as  an  asset  on  the  debit  siie,  but  it  is  generally  consid- 
erei  preferable  to  show  them  as  a  deduction  from  the  Bond  account,  thus: 

Bonds,  authorized,  100,000 

Less  in  Treasury  25,000  75,000 

This  gives  all  the  information,  the  authorized  issue,  the  bonds  unsold,  and  the  net 
amount  outstanding. 

Bonds  are  not  shown  as  a  deduction  from  the  real  estate  on  which  they  are  a  lien. 

Copyrigjrt,  1912,  Charles  H.  Langer 
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as  a  real  estate  mortgage  often  is,  because  they  are  a  general  liability  of  the  com- 
pany, as  well  as  a  lien  on  the  real  estate. 

If  any  of  the  bonds  in  the  treasury  have  been  used  as  collateral  for  a  note  pay- 
able, this  fact  should  be  expressed  in  the  balance  sheet  by  dividing  Troasury  Bonds 
into  two  items,  Bonds  on  hand  and  Bonds  out  as  Collateral,  thus: 
Bonds  authorized  100,000 

Less  in  Troasury: 

On  hand         10,000 

Out  as  collateral  15,000     25,000      75,000 
It  is  not  necessary  to  separate  the  bonds  out  as  collateral  from  the  other 
treasury  bonds,  by  opening  a  separate  account  for  them  on  the  ledger.  The  distinc- 
tion made  on  the  balance  sheet  is  sufficient. 


Copyright,  1912,  Charles  H.  Langer 
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DIARY  OP  EVENTS. 

On  October  15f  1905,  the  stockholders  of  the  Adams -Draper  Co.,  at  a  special 
meeting  called  for  that  purpose,  decided  to  accept  a  proposition  made  to  the  company 
by  Samuel  Walker,  offering  to  sell  to  the  company  his  plant,*  adjoining  theirs,  for 
$100,000,  consisting  of  land,  valued  at  $20,000,  buildings  worth  $55,000  ^a  Machinery 
worth  §25,000,  the  sale  to  take  effect  and  payment  to  be  made  on  November  1st.  To 
finance  the  transaction,  they  authorized  an  issue  of  $50,000  First  Mortgage  Bonds, 
dated  November  1,  1905,  payable  twenty  years  after  date,  with  interest  at  five  per 
cent  per  annum,  the  interest  being  payable  semi-annually  on  May  1st  and  November  1st 
of  each  year.  The  trust  deed  contained  a  provision  that  a  Sinking  Fund  of  $1,500 
per  annum  be  established  by  the  payment  of  that  amount  to  the  trustee,  at  the  end  of 
each  fiscal  year,  beginning  with  November  1,  1906.  They  also  voted  to  increase  the 
capital  stock  by  an  issue  of  six  per  cent  Cumulative  Preferred  Stock  for  $30,000  and 
a  further  Issue  of  an  eight  per  cent  Non-Cumulative  Preferred  Stock  for  $25,000. 
Neither  class  of  preferred  stock  was  to  have  any  voting  power,  nor  any  further  parti- 
cipation in  the  profits. 

On  November  1st,  the  legal  formalities  having  been  complied  with,  the  two  classes 
of  preferred  stock  were  sold  at  par  for  cash  and  the  bonds  were  sold  at  ninety  cents 
on  the  dollar,  realizing  $45,000  in  cash.  In  order  to  make  the  bonds  a  first  mortgage 
on  the  whole  property,  old  as  well  as  new,  it  was  necessary  to  take  up  the  mortgage 
standing  against  the  old  property,  which  was  done  by  giving  to  James  Burr  a  voucher- 
check  for  $12,812.50,  being  the  face  of  the  mortgage  and  six  months  interest,  on  re- 
ceipt of  which  he  cancelled  his  mortgage,  and  the  trustee  of  the  mortgage  executed  a 
release  deed. 

Subscription  accounts  might  be  opened  for  the  subscriptions  to  the  preferred 
stock,  but  since  it  was  all  paid  for  at  once  in  cash,  it  is  sufficient  to  mako  the 
entries  direct  from  the  cashbook  at  the  time  the  money  is  paid  in,  making  an  entry 
for  each  class  of  stock.  As  the  bonds  were  also  sold  immediately  for  cash,  and  none 
of  them  were  left  in  the  treasury,  the  entries  putting  them  on  the  books  can  be  made 
by  crediting  Bond  Account  with  $45,000  from  the  cashbook,  and  by  charging  Discount  on 
Bonds  and  crediting  Bonds  $5,000  on  the  journal.  If  the  bonds  had  not  all  been  sold, 
the  proper  entry  would  be  on  the  journal,  charging  Treasury  Bonds,  and  crediting  Bonds, 
with  the  whole  amount  represented  by  the  mortgage  at  par,  $50,000.  As  the  bonds  are 
sold,  the  cash  realized  would  be  credited  to  Treasury  Bonds  on  the  cashbook,  and  the 
discount  on  those  sold  would  be  charged  to  Discount  on  Bonds  and  credited  to  Treasury 
Bonds  on  the  journal.  In  this  way,  the  account  of  Treasury  Bonds  would  always  show 
the  unsold  bonds  on  hand  at  their  face. 


Copyri^it,  1912,  Charles  H.  Langer 
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QUIZ  QUEST ICH3. 

Question  No.  £6. 

In  making  up  a  Revenue  Account  containing  a  Manufacturing,  Selling  and  Profit  & 

Loss  Account,  where  would  you  sliov;:  (a)  cash  discount  allowed  customers  for  the  prompt 

payment  of  hills;  (h)  cash  discount  deducted  in  payment  of  purchase  invoices?  Explain 
briefly  and  give  reasons. 

Question  Ho.  27. 

A  corporation  authorizes  an  issue  of  $500,000  of  bonds,  which  the  trustee  issues 
and  certifies  to  on  June  30,  1905.  On  this  date  the  company  sells  $200,000  of  bonds, 
pledges  4|>200,000  as  collateral  security  for  the  payment  of  bank  loans,  and  has  $100,000 
left  on  hand.   Hot/  should  this  issue  of  bonds  appear  on  the  balance  sheet  of  the  cor- 
poration on  Juno  30,  1905? 

Quostion  Ho.  20. 

In  closing  the  books  for  a  fiscal  period,  are  there  any  items,  other  than  mer- 
chandise inventories,  depreciation  and  reserve  for  doubtful  accounts,  which  should  bo 
taken  into  consideration  in  ascertaining  the  profits?  If  so,  give  four  examples,  and 
the  proper  journal  entries  to  place  them  on  the  books. 

(Question  Ho.  29. 

The  A  corporation  purchased  from  B  corporation  land  valued  at  #10,000  and  build- 
ing $20,000.  The  A  corporation  paid  f.20,000  cash  and  assumed  the  mortgage  of  $10,000, 
which  was  resting  upon  the  property,   (l)  Prepare  entries,  in  journal  form,  showing 
how  you  would  treat  this  transaction  on  the  books.   (2)  Give  the  form  in  which  you 
would  3how  the  above  condition  in  a  Balance  Sheet,  and  8  tat©  yova   roason  therefor. 

Question  Ho.  30. 

A  corporation  has  among  its  Hotes  Pecoivable,  a  note  given  for  3tock  subscrip- 
tion. Also  a  note  given  by  an  officer  of  the  company  to  cover  an  overdraft  on  his 
salary  account.  The  Notes  Payable  include  a  note  in  favor  of  another  officer,  for 
monies  advanced  to  the  businoss.  In  preparing  a  financial  statement  hov;  would  you 
show  those  items  in  the  Balance  Shoot?  Give  reasons  for  your  answer. 
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SOLUTION,  PROBLEM  No.  15. 

Deferred  Charges  to  Operating  790 

Insurance  -  Factory  Building  &   Stock  320 

"    -  Warehouse  Stock  470 

Unexpired  Insurance  June  30,  1908. 

Taxes  300 

Accrued  Accounts  Payable  300 

Accrued  Taxes  to  June  30,  1908. 

Interest  280 

Accrued  Accounts  Payable  280 

Accrued  Interest  on  Notes  Payable  to  June  30,  1908. 

Accrued  Accounts  Receivable  150 

Interest  150 

Accrued  Interest  on  Notes  Receivable  to  June  30,  1908. 


Manufacturing  Account 

Selling  Account 

Inventories 

To  close  Jan.  1,  1908  Inventories: 

Raw  Material 

12,600 

Goods  in  Process 

8,050 

Steam  Gauges 

21,020 

Engineers  Supplies 

14,310 

20,650 
35,330 


55,980 


Inventories  60,010 

Manufacturing  Account  23,030 

Selling  Account  36,980 

To  place  on  the  book  inventories  June  30,  1908. 
Raw  Material  14,120 

Goods  in  Process  8,910 

Steara  Gauges  23,320 

Engineers  Supplies  13,660 

Manufacturing  Account  800 

Reserve  for  Depreciation  Building  800 

Reserve  of  2  l/z%  on  $32,000  for  6  months  ending 
June  30,  1908. 

Manufacturing  Account  1,235 

Reserve  for  Depreciation  -  Machinery  &  Tools  1,235 

Reserve  of  5%  on  #24,700  for  6  months  ending 
June  30,  1908. 

Copyright,  1912,  Charles  H.  Longer 


.31   .oH  K3J 


:^fiieqO  oi  egyterfO  bdtrxe'i 

fB.  \  yOOBtUc 


08€, 


bfti 


.8051   ,05  em/r 


5XTXOI 


ooa,sx 

030,8 
CSO.IS 


:  at  a£ 
ia»0  tnseJS 


CSItM 


iot&H.  v 


000 


an  .. 


00? 


tax/oc 

•rafT 


'xegr: 


Manufacturing  Account  85.00 

Selling  Account  85.00 

Horses  &  Wagons  170.00 

Depreciation  of  10$  on  $1,700.00  for  6  months  ending 
June  30,  1908. 

Manufacturing  400.00 

Patents  400.00 

To  write  off  1/20  of  value  of  patents,  being  the  expired 
value,  as  the  patents  have  9-1/2  years  more  to  ran. 

Profit  and  Loss  Account  750,00 

Reserve  for  Doubtful  Accounts  750.00 

To  create  reserve  for  doubtful  accounts. 

Profit  and  Loss  15.00 

Furniture  &  Fixture  15.00 

Depreciation  of  5%  on  $300.00  for  6  months?  ending 
June  30,  1908. 

Surplus  4.250.00 

Dividends  Payable  4,250.00 

Dividend  of  5%  on  $85,000  declared  June  1,  1908, 
payable  July  15,  1908. 

Manufacturing  Account  97,395.00 

Paw  Material  Purchases  33,650.00 

Freight  Raw  Material  Purchases  2,620.00 

Productive  Labor  38,910.00 

Non-Productive  Labor  10,900.00 

Superintendence  3,500.00 

Heat,  Light  &   Power  2,610.00 

Shop  Supplies  1,190.00 

Miscellaneous  Factory  Expense  820.00 

Cartage,  l/2  800.00 

Stable  Expense,  1/2  415.00 

Insurance,  Factory  Building  &   Stock  610.00 

Repairs  to  Buildings  410.00 

"  Machinery  &  Tools  360.00 

Taxes,  3/4  600.00 
To  close  into  Manufacturing  Account. 

Selling  Account  97,535.00 

Manufacturing  Account  97  535. 00 

To  transfer  balance  to  Selling  Account. 
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Steam  Gauge  Sales  3,850 

Engineers  Supplies  Sales  1,410 

Steam  Gauge  Return  Sales  &  Allowances  3,850 

Engineers  Supplies  Return  Sales  &  Allowances  1,410 

To  transfer  to  Sales  Account. 

Steam  Gauge  Sales  138.190 

Engineers  Supplies  Sales  38,995 

Selling  Account  177,185 

To  close  into  Selling  Account. 

Selling  Account  42,055 

Engineers  Supplies  Purchases  27,050 

Advertising  5,260 

Salesmons  Salaries  3,750 

"     Traveling  Expenses  3,210 

Cartage,  l/2  800 

Stable  Expense,  1/2  415 

Rent  -  Warehouse  900 

Insurance  -  Warehouse  Stock  670 
To  close  into  Selling. 

Selling  Account  39,160 

Profit  and  Loss  39,160 

To  transfer  to  Profit  and  Loss. 

Discount  on  Purchases  1,760 

Profit  and  Loss  1,760 

To  close  into  Profit  and  Loss. 

Profit  and  Loss  10,665 

Office  Salaries  4,500 

Stationery  &  Printing  275 

Postage  420 

Miscellaneous  Office  Expense  310 

Rent  -  Office  Building  600 

Legal  Expense  250 

Taxes,  l/4  200 

Bad  Debts  written  off  330 

Interest  1,050 

Discount  on  Sales  2,730 
To  close  into  Profit  and  Loss. 

Profit  &  Loss  29,490 

Surplus  29,490 

To  close  into  Surplus. 
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ACORN  MANUFACTURING  COMPANY 
EXHIBIT  A. 


STATEMENT  SHOVING  COST  OF  MANUFACTURE  AND  COST  OF  GOODS  SOLD. 


Steam  Gauges 

Coat  of  Manufacture 

Goods  In  Process,  Jan.  1,  1908 
Raw  Material 

inventory,  Jan.  1,  1908 

purchases 

Freight  on  Purchases 

Deduct 

Inventory,  June  30,   1908 
productive  Labor 
Manufacturing  Expense: 

Non-Product ive  Labor 

Superintendence 

Heat,  Light  &  Power 

Shop  Supplies 

Miscellaneous  Factory  Expense 

Cartage  l/2 

Stable  Expense  l/2 

Insurance  -  Factory  Building  ft  Stock 

Taxes  3/4 

Repairs  to  Buildings 

rt  -  Machinery  &  Tools 

Depreciation: 

Buildings  $     800 

Machinery  &  Tools  1,235 

Horses  &  Wagons  l/2  85 

Patents  400 


Deduct: 
Goods  in  Process,  June  30,   1908 
Cost  of  Manufacture  of  Engines 

Add 

Finished  Goods,   Inventory  Jan.   1,   1908 

Deduct: 

Finished  Goods,   Inventory  June  30,1908 
Cost  of  Stean  Gauges  Sold 


Engineers  Supplies 

Inventory,  Jan.   1,   1908 
purchases 

Deduct: 
Inventory  June  30,   19C8 
Cost  of  Engineers  Supplies  Sold 

Total  Cost  of  Goods  Sold 


#     8,050 


$  12,600 

33,650 

2,620 

48,870 

14.120 


10,900 

3,500 

2,610 

1,190 

820 

800 

415 

610 

600 

410 

360 


34,750 
38,910 


2,520       24,735 


106,445 

8,910 
97,535 

21,020 
118,555 

23,320 


14,310 

27,050       41,360 


13,660 


$  95,235 


27,700 
$122,935 
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ACORN  MANUFACTURING  COMPANY 


PROFIT  AND  LOSS  STATEMENT 
JANUARY  1,  1908  TO  JUNE  30,  1908. 

Sales: 

Steam  Gauges  Sales 

Less  Return  Sales  &  Allowances 
Engineers  Supplies  Sales 

Less  Return  sales  &  Allowances 
Total  Net  Sales 

Cost  of  Goods  Sold    (Exhibit  A) 
Steam  Gauges 
Engineers  Supplies 

Gross  profit  on  Sales 
Steam  Gauges 
Engineers  Supplies 

Deduct: 
Selling  Expense: 
Advertising 
Salesmen's  Salaries 

it  Traveling  Expenses 

Cartage  l/2 
Stable  Expense  l/2 
Rent  -  Warehouse 
Insurance  -  Warehouse  Stook 
Depreciation,  Horses  &  Wagons  l/2 

Net  Profit  on  Sales  39,160 
Deduct: 
General  Expense. 

Office  Salaries  4,500 

Stationery  &  Printing  275 

Postage  420 

Miscellaneous  Office  Expense  310 

Rent  -  Office  Building  600 

Legal  Expense  250 

Taxes  200 

Depreciation  Furniture  &  Fixtures                                                    15           6,570 

Net  profit  on  Operations  32  590 

Deduct: 
Net  interest  Charges,  Reserve  &  Loss  on  Accounts  Rec. 
Discount  on  Sales  —  2  730 

Interest 
Less  Discount  on  Purchases 

Bad  Debts  written  off 
Reserve  for  Doubtful  Accounts 

Net  Profit,  January  1,  1908  to  June  30,  1908 

For  Surplus  Account,   see  under  Balance  Sheet. 
Copyright,  1912,   Charles  H.  Longer 
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54.250 

5,260 

3,750 

3,210 
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15,090 

1.050 
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ACORN  MANUFACTURING  COMPANY 


BALANCE  SHEET 

JUNE  30TH, 

,  1908. 

ASSETS 

LIABILITIES 

Land              $  10,000 

Notes  Payable 

$  12,000 

Buildings            32.000 

$  42,000 

Accounts  Payable 

32.550 

Roal  Estate  Mortgage 

12,000 
30,000 

Accrued  Accounts  Payable: 

Interest           $    200 

Reserve  for  Depreciation 

1,600 

$  28,400 

Taxes                  300 

580 

Machinery  &  Tools 

26,000 

Reserve  for  Doubtful  Accounts 

750 

Reserve  for  Depreciation 

2,535 

23,465  Dividends  Payable 

4,250 

Horses  &  Wagons 

1,530 

50,130 

Furniture  &   Firturos 

285 

Capital  Stock  &   Surplus: 

Patents 

7,600 

Capital  Stock         100,000 

Inventories: 

Treasury  Stock       15,000 

Raw  Material 

14,120 

85,000 

Goods  in  Process 

0,910 

Surplus               47,320 

132,320 

Steam  Gauges 

23,320 

/ 

Engineers  Supplies 

13,660 

60,010 

// 

Deferred  Charges  to  Operating: 

// 

Unexpired  Insurance 

790 

yS 

Accrued  Accounts  Receivable: 

yS 

Interest 

150 

// 

Notes  Receivable 

10,000 

y^ 

Accounts  Receivable 

48,000 

// 

Cash 

2,220 

// 

$182,450 


$182,450 


SURPLUS  ACCOUNT 


JANUARY  1,    1908  TO  JUNE  30,    1908. 


Balance  at  Credit,  Jan.   1,  1908 
Add 

Net  profit  Jan.   1,  1908  to  June  30,  1906 

Deduct 
Dividends  deolared  June  1,   1908  5%  on  $85,000 

Balance  at  credit,  June  30,1908 


22,080 

29.490 
51.570 

4.250 


$  47.320 


Copyright,  1912,  Charles  H.  Danger 
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CHAPTER  34. 

funds. 

(1)  DEFINITION  OP  A  FUND.  A  Pond  is  a  sum  of  money,  "bonds,  or  other  readily  con- 
vertible assets,  set  aside  to  be  held  for  a  specific  purpose.  It  is  a  financial  ar- 
rangement by  means  of  which  the  money  necessary  to  carry  out  the  desired  purpose  will  be 
available  at  the  time  when  it  will  be  needed. 

(2)  PURPOSES  OF  FUNDS.  Funds  may  be  established  for  a  variety  of  purposes,  all  of 
which  have  reference  to  some  future  use.  A  concern  may  set  aside  in  a  special  bank  ac- 
count usually  at  interest,  or  by  investing  in  interest  bearing  securities,  certain 
amounts  for  a  number  of  years,  to  be  used,  when  it  has  accumulated  to  the  requisite  sum, 
for  the  purpose  of  building  a  new  or  additional  plant.  This  would  "be  called  a  Building 
Fund.  When  the  necessity  for  building  the  plant  arises,  the  sale  of  the  securities  will 
provide  the  necessary  money  to  pay  for  it.  A  fund  may  be  established  to  endow  a  scholar- 
ship in  a  college.  It  would  be  invested  in  interest  bearing  securities,  the  income  from 
which  would  be  used  in  assisting  needy  students.  This  would  be  called  a  Scholarship 
Fund,  or  would  be  designated  by  the  name  of  the  donor,  as  the  Lawrence  Fund.  In  the 
same  way  a  fund  established  to  provide  an  income  out  of  which  prizes  would  bo  annually 
given  for  excellence  in  studies  would  be  called  a  Prize  Fund.  The  purpose  for  which  a 
fund  is  established  should  always  be  indicated  in  the  title  of  the  account  which  repre- 
sents it. 

Sometimes  a  company  owning  a  large  number  of  scattered  plants  or  branch  houses,  or 
a  fleet  of  vessels  may  find  that  it  pays  them  to  carry  their  own  insurance.  The  money 
that  they  would  otherwise  have  paid  to  insurance  companies  Is  invested  in  an  Insurance 
Ftuid.  In  case  of  loss  of  one  of  their  plants,  the  3tock  of  goods  In  a  branch,  or  one 
of  their  vessels,  the  fund  can  be  drawn  upon  to  replace  the  loss.  The  number  of  funds 
which  can  be  established  is  limited  only  by  the  number  of  purposes  for  which  money  can 
be  used  in  the  future. 

(3)  SINKING  RINDS.  One  of  the  principal  purposes  for  which  a  fund  is  established 
is  the  retirement  of  bonds  at  their  maturity.  Such  a  fund  Is  called  a  Sinking  Fund. 
In  the  trust  deed  securing  an  issue  of  bonds,  it  is  usually  stipulated  that  a  sinking 
fund  shall  be  created  by  the  setting  aside  of  a  fixed  amount  of  money  at  stated  times, 
to  be  invested  in  interest  bearing  securities  and  accumulated,  together  with  the  inter- 
est received  on  the  securities,  until  the  maturity  of  the  bonds.  Since  the  purpose  of 
the  fund  is  to  provide  for  the  redemption  of  the  bonds  when  they  become  due,  it  is  al- 
ways preferable,  when  buying  securities  to  put  into  the  fund,  to  purchase  the  very  bonds 
which  are  eventually  to  be  redeemed.  In  a  sinking  fund,  when  the  company  has  purchased 
its  own  bonds,  the  bonds  are  not  cancelled,  but  are  held  as  being  still  active,  and  the 
interest  Is  paid  on  them,  exactly  as  if  they  were  held  by  outsiders.  As  the  interest 

on  the  sinking  fund  bonds  belongs  to  the  fund,  it  is  added  to  the  principal  of  the  fund, 
and  is  itself  Invested  In  bonds  when  sufficient  money  has  accumulated  in  the  fund  to 
allow  of  the  purchase  of  another  bond.  In  the  meantime,  arrangement  is  generally  made 
for  the  obtaining  of  savings  bank  interest  on  the  uninvested  balance*  of  cash  in  the  fund. 

Since  the  interest  on  the  sinking  fund  is  retained  and  reinvested,  the  annual  con- 
tribution of  cash  to  the  fund  need  be  much  less  than  if  there  were  no  interest  added  to 

Copyright,  1912,  Charles  H.  Langer 
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the  fond.  That  is,  if  a  sinking  fond  is  to  he  estahlished  to  retire  an  issue  of 
$100,000  of  5%  honds  at  the  end  of  twenty  years,  the  annual  contribution  to  the  fund 
would  he  $5,000,  if  the  interest  is  not  added  and  reinvested.  The  fact  that  the  inter- 
est is  retained  and  reinvested  reduces  the  annual  contribution  to  $2,830,  because  that 
sum,  deposited  every  year,  and  invested  at  5%  compound  interest,  will  amount  to  $100,000' 
at  the  end  of  twenty  years.  Practically,  the  annual  contribution  should  be  a  little 
larger,  owing  to  the  difficulty  of  obtaining  5%  interest  on  the  odd  amounts  of  money  in 
the  fund,  and  also  because  there  is  a  strong  probability  that  it  will  be  impossible  to 
buy  the  5%  bonds  at  all  times  during  the  twenty  years,  without  paying  a  premium  on  them, 
which  would  have  to  be  charged  against  the  interest. 

(4)  REDEMPTION  FUND.  A  distinction  must  be  made  between  bonds  whose  eventual  re- 
demption is  provided  for  by  the  establishment  of  a  sinking  fund  and  Serial  Bonds,  which 
are  bonds  issued  with  a  provision  that  a  oertain  number  of  them  shall  be  paid  at  stated 
times.  Serial  Bonds,  when  redeemed,  are  not  put  into  a  sinking  fund,  but  are  cancelled 
and  charged  direct  to  the  Bond  account.  As  they  are  cancelled,  no  interest  is  paid  up- 
on them,  whereas  bonds  in  a  sinking  fund  continue  to  draw  interest.  Sometimes,  serial 
bonds  are  redeemed  in  the  order  of  their  numbers,  and  sometimes  the  bonds  to  be  redeem- 
ed are  determined  by  lot.  If  the  trust  deed  requires  that  a  certain  sum  shall  be  de- 
posited monthly  to  provide  for  the  payment  of  serial  bonds,  the  fund  thus  created  is 
called  a  Redemption  Pond,  and  not  a  Sinking  Pond. 

(5)  TRUSTEES  OP  FUNDS.  Owing  to  the  fact  that  there  would  be  a  great  temptation 
for  boards  of  directors  to  use  the  money  or  securities  belonging  to  a  sinking  fund, 
when  the  company  is  in  need  of  money,  it  is  almost  invariably  the  case  that  in  the  trust 
deed  securing  an  issue  of  bonds,  it  is  made  obligatory  on  the  company  to  deposit  the 
installments  of  the  sinking  fund  with  a  trustee,  usually  a  Trust  Company.  The  duty  of 
the  trustee  is  to  make  certain  that  the  fund  shall  be  held  for  the  sole  purpose  of  re- 
deeming the  bonds,  and  that  all  interest  received  on  the  sinking  fund  securities  be 
added  to  the  fund  and  re-invested  as  fast  as  possible.  The  trustee  must  also  see  that 
the  amounts  called  for  by  the  trust  deed  are  promptly  deposited  in  the  fund.  Trustees 
are  seldom  appointed  for  the  sinking  funds  of  cities  and  other  municipal  bodies,  be- 
cause the  failure  to  carry  out  the  sinking  fund  provisions  would  be  a  violation  of  law, 
and  would  render  the  financial  officers  liable. 

Trustees  are  often  appointed  for  other  fundB,  besides  sinking  funds,  in  order  to 
prevent  their  dissipation  or  diversion  to  other  purposes.  R)r  instance,  a  scholarship 
fund,  instead  of  being  given  into  the  control  of  the  college  itself,  may  be  placed  in 
the  hands  of  a  trustee,  with  instructions  to  pay  over  only  the  income  to  the  college. 

(6)  TREATMENT  IN  THE  ACCOUNTS.  The  treatment  of  Fund  accounts  in  the  books  de- 
pends on  whether  the  fund  is  in  the  hands  of  a  trustee  or  not.  The  establishment  of  a 
building  fund,  which  usually  remains  under  the  control  of  the  company,  is  recorded  by 
a  simple  entry  in  the  cashbook  or  voucher-record,  showing  the  purchase  of  1he  securi- 
ties and  the  charge  to  Building  Fund  account.  The  charge  should  not  be  to  the  account 
of  the  securities  bought,  aa  that  would  make  it  appear  as  an  outside  investment,  and 
not  as  the  establishment  of  a  fund  for  the  specific  purpose  of  providing  for  a  build- 
ing. On  the  books  of  a  college  the  amount  of  a  scholarship  fund  would  be  credited  to 
Endowment  account,  designating  the  name  of  the  donor,  as  the  Lawrence  Scholarship  En- 
dowment. The  securities  composing  the  fund  would  be  charged  to  Lawrence  Scholarship 

Copyright,  1912 v  Charles  H.  Longer 
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Fund,  with  the  nam©  of  the  trustee  added,  if  they  were  in  the  hands  of  the  trustee. 

The  requirements  of  a  trust  deed  establishing  a  sinking  fund  usually  are  that  a 
certain  amount  shall  be  deposited  periodically  with  the  trustee  of  the  fund,  to  be  in- 
vested. The  entry  on  the  cashbook  would  be  a  charge  to  the  Trustee,  or  to  Sinking  Fund 
CaBh.  When  the  trustee  reports  that  certain  securities  have  been  bought,  a  journal 
entry  should  be  made  charging  Sinking  Fund  Securities  and  crediting  the  Trustee,  or 
Sinking  Fund  Cash.  If  a  premium  or  any  accrued  interest  is  paid  on  bonds  thus  bought, 
the  amount  should  be  charged  to  Sinking  Fund  Interest  and  credited  to  the  Trustee  or 
Sinking  Fund  Cash.  When  any  interest  is  collected  by  the  trustee,  a  journal  entry 
should  be  made  charging  the  Trustee  or  Sinking  Fond  Cash,  and  crediting  Sinking  Fund 
Interest.  The  two  accounts  of  Sinking  Fund  Securities  and  Sinking  Fund  Cash  (or  Trustee) 
would  at  all  times  show  the  condition  of  the  sinking  fund.  At  the  closing  of  the  books, 
the  interest  accrued  on  the  bonds  in  the  Sinking  Fund  should  be  charged  to  Accrued 
Sinking  Fund  Interest,  and  credited  to  Sinking  Fund  Interest.  The  balance  of  the  Sink- 
ing Fund  Interest  account  should  be  credited  to  Profit  and  Loss,  as  an  earning  of  the 
company. 

The  advantage  of  keeping  the  two  accounts  of  Sinking  Fund  Securities  and  Sinking 
Fund  Cash,  instead  of  a  single  account  of  Sinking  Fund,  as  is  often  done,  is  that  the 
condition  of  the  fund  is  more  definitely  indicated.  It  may  be  that  it  has  not  been 
possible  to  make  an  advantageous  purchase  of  bonds,  with  the  result  that  the  Sinking 
Fund  contains  an  undue  amount  of  uninvested  cash.  If  a  single  account  is  kept, this  condi- 
tion would  not  be  disclosed  in  the  account,  nor  on  the  balance  sheet,  unless  an  analy- 
sis of  the  account  is  made.  If  more  than  one  issue  of  bonds  exists,  and  a  sinking  fund 
is  established  for  each  issue,  each  fund  should  be  specifically  identified  by  name  with 
the  issue  of  bonds  for  which  it  is  established. 

(7)  OFFSETTIM}  RESERVE  ACCOUNTS.  There  are  three  general  classes  of  funds.  One 
is  intended  to  provide  money  to  meet  a  contingent  loss  or  expense  that  is  liable  to 
occur.  Another  is  established  for  the  purpose  of  paying  off  an  indebtedness  due  in  the 
future,  or  the  providing  of  money  for  a  future  improvement,  with  the  principal  of  the 
fund.  A  third  is  instituted  for  the  purpose  of  providing  an  income  to  be  used  for  a 
specific  purpose,  the  principal  itself  always  remaining  intact. 

As  the  establishment  of  the  fund  consists  merely  in  the  withdrawal  of  current  cash 
to  be  placed  in  the  fund,  which  is  still  an  asset  of  the  company,  there  is  no  element 
of  loss  in  the  transaction.  To  express  the  liability  to  loss  or  expense  provided  for 
in  the  first  class  of  funds,  an  additional  element  must  be  recorded  on  the  books.  This 
consists  in  a  charge  to  Profit  and  Loss  and  a  credit  to  a  properly  designated  Reserve 
account  of  an  amount  equal  to  the  fund  which  is  to  be  provided.  An  Insurance  fund  will 
illustrate  this.  If  a  company  carrying  its  own  insurance  had  insured  its  property  with 
an  insurance  company  instead  of  carrying  the  risk  Itself  ,  the  entry  would  be  to  charge 
Insurance,  and  eventually  Profit  and  Loss,  and  to  credit  the  insurance  company  or  cash. 
The  expense  of  insuring  the  property  must  be  shown  on  the  books,  whether  an  insurance 
company  or  the  company  itself  assumes  the  risk.  This  is  done  by  charging  Insurance  ac- 
count with  the  amount  of  the  premiums  that  would  have  been  paid  to  an  insurance  company, 
and  by  crediting  Insurance  Reserve.  The  equivalent  amount  of  money,  which  would  have 
been  paid  to  the  insurance  company,  is  then  paid  for  securities  with  which  the  Insurance 
Fund  is  established.  The  length  of  time  over  which  the  accumulations  in  this  fund  would 
extend  would  depend  upon  the  conditions.  When  the  fund  was  large  enough  to  cover  any 
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possible  loss  by  fire,  the  contributions  to  it  could  cease,  and  the  company  wold  he 
relieved  from  any  farther  expense  for  insurance.  If  a  loss  occurred,  it  would  be 
oharged  to  the  Insurance  Reserve,  and  a  corresponding  amount  would  be  realised  from 
the  securities  in  the  Insurance  Pond,  with  which  to  replace  the  property  lost. 

In  the  case  of  the  second  class  of  funds,  the  fund  is  finally  used  to  pay  off  an 
'existing  liability,  or  is  invested  in  an  improvement.  In  neither  of  these  transactions 
is  any  loss  involved.  Therefore,  no  reserve  need  be  set  up  against  the  fund.  In  the 
third  class  of  funds,  as  the  principal  remains  intact,  there  is  also  no  element  of 
loss,  and  therefore  no  necessity  for  a  reserve  account. 

(8)  APPROPRIATED  SURPLUS.  As  a  general  rule  a  company  that  issues  bonds  would 
have  no  more  available  money  than  is  sufficient  to  operate  its  business.  In  order  to 
provide  the  money  for  the  sinking  fund  requirements,  without  w^ppling  the  business, 
it  is  necessary  that  sufficient  of  the  profits  made  shall  be  reserved  for  this  purw 
pose,  by  leaving  in  the  Surplus  account  an  amount  at  least  equal  to  the  sinking  fund. 
As  this  portion  of  the  Surplus  cannot  be  used  for  dividends,  without  seriously  reduc- 
ing the  working  capital  of  the  company,  the  Surplus  should  be  divided  into  two  parte, 
Appropriated  Surplus,  or  that  amount  which  is  represented  by  the  sinking  fund,  and 
Bree  Surplus,  which  is  the  remainder  of  the  accumulated  profits,  available  for  divi- 
dends. 

(9)  PIHAL  DISPOSITION  OP  SIHKM}  BUHD.  When  the  bonds  mature,  the  sinking  fund 
should  be  equal  to  the  face  of  the  bonds.  If  the  sinking  fund  consists  entirely  of  the 
very  bonds  for  whose  redemption  it  was  established,  the  only  entry  neoesaary  would  be 
one  on  the  Journal,  charging  Bonds  account  and  crediting  Sinking  Pond  Securities  ac- 
count, closing  both  accounts,  the  trustee  cancelling  the  bonds  as  paid.  If  any  other 
securities  had  been  bought  for  the  sinking  fund,  they  would  have  to  be  sold  and  the 
proceeds  used  to  pay  the  maturing  bonds. 

When  the  bonds  are  paid  off  by  the  application  of  the  sinking  fund,  there  is  no 
further  need  for  the  division  of  the  Surplus  account,  as  it  is  now  all  free,  and  is 
available  for  dividends.  As  the  company  has  *osed  up  all  its  available  money  in  re- 
deeming its  bonds,  it  would  not  be  able  to  pay  so  large  a  dividend  in  cash,  but  it 
could  declare  a  stock  dividend  of  that  amount,  and  pay  it  by  Issuing  new  stock  to  its 
stockholders. 
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C:\   November  12,  1905,  a  customer  came  in  and  ordered  a  considerable  bill  of  goods. 
The  credit  man,  on  looking  up  this  customer's  account,  found  that  the  books  shov/ed  that 
ho  had  been  slow  in  his  payments,  and  that  the  balance  to  hi3  debit  was  at  thi3  timo 
already  almost  as  largo  as  his  lino  of  credit  warrented.  Upon  3tating  tho  condition 
of  tho  account  to  the  customer,  with  a  request  for  a  check  on  account,  before  the  new 
order  could  be  filled,  the  customer  denied  that  he  owed  the  amount,  and  exhibited  re- 
ceipts for  remittances,  which  were  dated  in  each  case,  a  considerable  timo  before  the 
credits  appeared  on  his  account  in  the  books,  and  tho  last  one  of  v/hich  did  not  ap- 
pear at  all« 

Upon  this  discovery  being  made,  C.  P.  Arnold,  a  cortified  public  accountant,  was 
sent  for  and  instructed  to  make  a  thorough  audit  of  the  books  and  accounts.  Hi3  re- 
port of  his  investigation  disclosed  the  following  facts. 

By  sending  out  statements  to  tho  customers,  the  accountant  found  that  a  number 
of  them  had  paid  their  accounts,  for  which  no  credits  anpearod  in  either  tho  cashbook 
or  ledger.  Tho  total  of  these  missing  credits  amounted  to  $13,860. 

He  also  found  that  twelve  of  the  Productive  Labor  pay  rolls  had  each  been  added 
up  one  hundred  dollars  more  than  tho  correct  amount. 

He  found  that  in  each  month  for  some  timo  previous,  the  Accounts  Rocoivable  col- 
umn on  the  receipt  side  of  the  cashbook  had  been  added  up  loss  than  the  correct  amount, 
that  corresponding  short  footings  had  been  made  in  the  Bank  Deposit  column,  that  the 
actual  deposits  in  tho  bank  in  each  of  thoso  months  wore  tho  same  in  total  as  the  false 
total  of  the  Bank  column  in  the  cashhook,  the  shortage  being  accounted  for  by  currency 
not  deposited,  but  abstracted  by  Henry  Smart,  tho  cashier.  To  offset  tho  short  credit 
to  tho  Controlling  account  of  Accounts  Receivable,  an  exactly  similar  amount  was  short 
footed  in  tho  Sales  Register  each  month.  These  discrepancies  amounted  to  $4,300  in 
the  column  of  Hardware  Sales  and  t.6,400  in  the  column  of  Farm  Implement  Sales. 

Ho  found  that  the  Cash  Sales  of  Hardware  had  boon  entered  in  the  cashbook  as  $560 
less  in  several  months  than  the  store  clerks'  records  Killed  for,  and  that  Farm  Imple- 
ment Cash  Sales  had  been  understated  in  a  similar  manner  $020. 

He  found  that  in  the  current  month  of  llovembor,  there  were  ontrios  on  the  Cash- 
book  of  receipts  that  had  not  been  deposited  to  bank,  amounting  td  $950  and  that  the 
balance  in  bank  woe  that  much  loss  than  tho  amount  called  for  by  the  Cashbook. 

Owing  to  this  defalcation,  the  stockholders  considered  that  it  was  advisable  to 
rai30  somo  money  to  increase  tho  available  funds  of  tho  company,  At  a  meeting  of  the 
common  stockholders  it  was  agreed  that  each  of  them  would  donate  20$  of  their  holdings 
to  tho  company,  to  bo  placod  in  the  Treasury  for  sale  to  provide  a  Y/orking  Capital.  This 
was  done  and  the  stock  30  donated  was  3old  for  ninety  cents  on  the  dollar  to  outside 
parties. 

The  date  of  all  the  entries  necessitated  by  the  above  transactions  may  bo  taken 
aa  December  1,  1905. 

Since  the  entrieB  required  to  adjust  the  accounts,  in  consequence  of  these  events, 
are  rather  complicated,  and  sinco  the  subject  of  defalcations  has  not  yet  been  taken  up, 
'-he  student  is  requested  to  make  on  ordinary  paper  tho  ontrios  that  he  thinks  should  be 
made,  and  to  send  them  in  for  criticism,  before  making  any  entries  on  the  books  them- 
selves. 

Copyrigrt,  1912,  Charles  H.  Longer 
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ANSTOER3  TO  QUIZ  QUEST  IONS. 

Answer  to  Question  No.  26. 

The  treatment  would  depend  upon  the  viewpoint,  as  to  whether  the  cash  discount 
is  considered  (1)  as  a  reduction  in  the  price  of  the  Roods;  (2)  as  an  earning  or  ex- 
pense  of  the  capital. 

If  (1),  the  cash  discount  on  purchases  would  be  credited  to  the  Manufacturing, 
and  the  cash  discount  on  sales  would  be  charged-to  the  Selling. 

If  (2),  both  cash  discounts  would  be  entered  in  the  Profit  and  Loss  table. 

Answer  to  Question  No.  27. 

The  Balance  Sheet  should  show  on  the  Liability  side: 

Bonds,  Authorized  Issue,  Certified  500,000 

and  on  the  Asset  side: 
Treasury  Bonds: 

In  Treasury  100,000 

Out  as  Collateral  200,000   300,000 

Or  olse,  on  the  Liability  side: 

Bonds,  Authorized  Issue,  Certified  500,000 

Less,  Treasury  Bonds: 

In  Treasury  100,000 

Out  as  Collateral  200,000   300,000   200,000 

The  division  of  the  Troasury  Bonds  would  be  made  on  the  Balance  Sheet  only,  for 
information.  It  would  not  be  usual,  nor  necessary  to  have  a  separate  account  on  the 
general  ledger  for  the  bonds  out  as  collateral. 

The  reason  why  the  Treasury  Bonds  should  be  thus  separated  is  because,  otherwise, 
it  would  appear  as  if  the  whole  amount  of  $300,000  was  available  for  tho  purpose  of 
raising  additional  funds,  either  by  their  sale  or  by  their  use  as  collateral  for  fur- 
ther loans. 

Answer  to  Question  No.  26. 

Yes.  Those  items  now  on  tho  books,  which  affect,  in  part  or  in  whole,  tho  profit 
or  loss  of  the  subsequent  period.  Also,  those  items,  not  yet  on  the  boolo,  whicli  affect 
tho  profit  or  I033  of  the  current  period.  (1)  Interest  paid  in  advance.   (2)  Unearned 
Subscriptions.  (3)  Accrued  Taxes.   (4)  Accrued  Interest  on  Notes  Receivable. 

The  Journal  entries  would  be: 

(1)  Deferred  Charges  to  Operating       (3)  Tazes 

To  Interest  To  Accrued  Accounts  Payable 

(2)  Subscriptions  (4)  Accrued  Accounts  Receivable 

To  Unearned  Subscriptions  To  Interest. 

Answer  to  Question  No.  29. 

(1)  Journal  entries: 

Land  10,000 

Buildings  20,000 

To  B  Corporation,  Vendor  20,000 

Real  Estate  Mortgage  10,000 

Copyri#rt,  1912,  Charles  H.  Langer 
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B.  Corporation,  Vondor  20,000 

To  Cash  20,000 


Gt   else: 


(2) 


Buildings 

To  B  Corporation,  Vendor 

B.  Corporation,  Vendor 

To  Cash,  on  Cashbook 

Roal  Estate  Mortgage,  on 

Journal 

Balance  Sheet,  on  Asset  aide: 

Land 

10,000 

Buildings 

20,000 

30,000 

Loss,  Roal  Estate  Mortgage 

10,000 

10,000 
20,000 


30,000 


30,000 

20,000 
10,000 


20,000 

The  reason  for  the  Journal  entries  is  to  show  what  the  total  value  of  the  prop- 
erty was,  from  whom  it  was  purchased,  and  how  it  was  paid  for.  The  entries  should  be 
followed  by  references  to  the  minute  book  for  authority,  and  an  identifying  descrip- 
tion of  the  property. 

The  reason  for  the  form  of  statement  on  the  Balance  Shoot  is  to  show  the  value 
of  the  lend  and  buildings,  separately  and  in  total,  the  mortgage  lien  standing  against 
them,  and  the  net  equity  in  the  property. 

Answer  to  Question  ITo.  30. 

Tho  Notes  Receivable  given  for  Stock  Subscription,  and  by  an  officer  of  the  com- 
pany should  be  shown  among  tho  assots  as  follows: 

llotos  Receivable,  Stock  Subscription  #  - -  - 

llotos  Receivable,  Officers  ft 

They  should  not  bo  included  with  the  ordinary  llotos  Receivable,  taken  from  cus- 
tomers in  the  regular  course  of  businoss.  There  is  a  material  difference  between 
notes  given  for  goods  purchased,  and  with  tho  expectation  of  payment  at  maturity,  and 
that  given  by  a  subscriber  to  3tock,  whose  note  may  be  little  better  than  the  unpaid 
stock,  or  that  given  by  an  officer,  whose  overdraft  is,  in  itself,  an  ovidence  of  hi3 
financial  weakness.  As  a  rule,  neither  of  these  notes  is  likoly  to  be  as  promptly 
paid  as  notes  from  customers. 

The  Note  Payable  in  favor  of  an  officer  should  be  shown  among  tho  liabilities  as: 
Notes  Payable,  Officers  $  

It  might  seem  as  if  it  did  not  make  any  difference  to  whom  the  business  owed  the 
money,  as  it  is  a  dobt  that  would  have  to  bo  paid  in  any  event.  Thoro  are  two  aspects 
of  a  loan  to  the  company  from  an  officer  which  cause  it  to  differ  from  a  loan  made  by 
an  outsider.  On  the  one  hand  it  is  an  indication  of  strength,  whon  an  officer,  who 
knows  its  exact  condition,  i3  willing  to  entrust  his  personal  money  to  it.  On  the 
other  hand,  it  nay  bo  a  detriment  to  the  outside  creditors,  a3  tho  officer  would  bo 
in  a  position  to  know  when  financial  trouble  was  threatening  the  company,  and  could 
take  advantage  of  his  knowledge  to  procure  the  payment  of  his  note  in  preference  to 
the  other  creditors. 

Copyright,  1912 »  Charles  H.  Langer 
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CHAPTER  35. 
COMPLICATIONS  ARISING  IN  CLOSING  CORPORATION  BOCKS. 

(1)  ADDITIONAL  ELEMENTS  AFFECTING  REVENUE.   In  closing  the  books  of  a  corporation 
at  the  end  of  a  fiscal  period,  when  different'  classes  of  stock  have  been  issued,  bonds 
hare  been  sold  at  a  discount,  a  sinking  fond  established,  and  treasury  stock  has  been 
acquired  to  provide  working  capital,  there  are  a  number  of  complications,  which  add  new 
elements  to  the  preparation  of  a  Revenue  Account. 

(2)  SINKING  BUND.  If  the  bonds  in  a  sinking  fund  are  not  the  bonds  of  the  company 
Itself,  but  those  issued  by  some  other  corporation,  it  is  plain  that  the  company  will 
have  to  pay  the  interest  on  its  whole  issue  of  bonds,  and  will  then  collect  the  inter- 
est on  the  other  bonds  in  the  sinking  fund.  The  same  procedure  is  followed  when  the 
bonds  in  the  sinking  fund  are  the  company's  own  bonds.  As  far  as  the  operating  accounts 
of  the  company  are  concerned,  their  own  bonds  in  the  sinking  fund  are  treated  as  out- 
standing. Interest  is  paid  on  the  entire  issue  of  bonds,  the  interest  on  the  sinking 
fund  bonds  being  collected  by  the  trustee.  Therefore,  in  the  dosing  entries  there  ap- 
pears in  the  Profit  and  Loss  table  a  charge  for  Bond  Interest,  equal  to  the  interest 

on  the  whole  issue  sold.  As  the  interest  collected  by  the  trustee  is  added  to  the 
principal  of  the  sinking  fund,  a  Journal  entry  must  be  made  charging  Sinking  Fund  Cash 
and  crediting  Sinking  Pond  Interest.  The  balance  of  the  Sinking  Fund  Interest  account 
is  credited  to  Profit  and  Loss  as  a  capital  earning  of  the  period. 

When  the  Revenue  account  Is  closed  by  the  transfer  of  the  net  profit  or  loss  of 
the  period  to  the  Surplus  account,  a  further  entry  should  be  made,  charging  Surplus  and 
crediting  Appropriated  Surplus,  with  the  accretions  to  the  Sinking  Fund  during  the  peri- 
od, thus  bringing  the  credit  balance  of  Appropriated  Surplus  to  the  same  amount  as  the 
debit  balance  of  Sinking  Pond.  This  is  done  to  record  the  fact  that  the  company  has  to 
that  extent,  oarried  out  the  agreement  with  the  bondholders  that  it  will  leave  enough 
of  the  profits  in  the  business  to  provide  for  the  sinking  fund.  The  transfer  of  the  re- 
quired amount  to  Appropriated  Surplus  shows  that  this  portion  of  the  surplus  profits  is 
dedicated  to  the  sinking  fund  purposes  and  is  not  available  for  dividends. 

(3)  DISCOUNT  ON  BONDS.  When  bonds  have  been  issued  and  sold  at  a  discount,  the 
discount,  as  we  have  seen,  is  in  the  nature  of  interest  paid  in  advance,  in  place  of  a 
higher  rate  of  interest  for  the  whole  term  of  the  bonds.  Therefore,  in  closing  the 
books,  a  proportionate  amount  of  the  discount,  according  to  the  time  the  bonds  "have  to 
run,  must  be  charged  to  Bond  Interest  and  credited  to  Discount  on  Bonds.  This  will 
extinguish  the  discount  by  the  time  the  bonds  mature,  and  in  the  meantime  the  unextin- 
guished amount  will  be  carried  as  a  deferred  asset  in  the  account -of  Discount  on  Bonds. 

(4)  ACCRUED  BOND  INTEREST.  The  interest  on  bonds  accrues  from  day  to  day,  so  that 
at  the  end  of  any  month,  there  is  a  certain  amount  of  Interest  that  has  accrued,  although 
it  is  not  yet  payable.   This  condition  must  be  recognized  in  closing  the  books,  by 
charging  Bond  Interest  and  crediting  Accrued  Bond  Interest  with  the  amount  accrued  to 
date.  On  the  other  hand,  the  interest  accrued  to  date  on  the  bonds  in  the  sinking  fund 
should  be  credited  to  Sinking  Fund  Interest  and  charged  to  Accrued  Interest,  Sinking 
Fund  Bonds. 

(5 )  WORKING  CAPITAL.  If  a  Working  Capital  has  been  established  by  the  donation 
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from  the  stockholders  of  stock,  which  has  been  sold  for  this  purpose,  it  i»  really  an 
addition  to  the  Surplus  of  the  company,  since  the  net  worth  of  the  company  has  "been  in- 
creased by  the  amount  realized  from  the  sale  of  the  donated  stock.  The  balance  of  the 
Working  Capital  account  may,  therefore,  be  transferred  to  the  oredlt  of  Surplus,  un- 
less there  is  a  provision  attached  to  the  gift  of  the  stook  that  it  shall  not  be  credit- 
ed to  Surplus,  but  shall  remain  as  working  capital  for  the  use  of  the  company.  This 
provision  is  often  made  a  condition  of  the  donation,  to  prevent  the  payment  of  the 
money  in  dividends,  as  might  be  done,  if  it  were  credited  to  Surplus. 

(6)  PREFERRED  STOCK.  If  preferred  stock  has  been  issued,  the  conditions  as  to 
dividends  must  be  taken  into  aooount.  The  declaration  of  dividends  is  at  the  option  of 
the  board  of  directors,  who  do  not  have  to  declare  any  dividends,  even  if  the  profits 
may  be  more  than  enough  to  pay  them,  if  in  their  judgment,  it  is  better  for  the  com- 
pany to  retain vthe  money  in  the  business,  rather  than  divide  it  among  the  stockholders. 
If  any  dividends  are  declared,  they  must  be  in  accordance  with  the  provisions  govern- 
ing the  preferred  stock.  The  profits  must  first  be  applied  to  paying  the  dividend  on 
the  first  preferred  stock.  If  any  profits  are  left,  the  second  preferred  stock  is  en- 
titled to  them,  subject  to  the  action  of  the  board  of  directors.  The  common  stock 
must  wait  until  all  the  preferred  dividends  are  paid  before  it  can  receive  any  divi- 
dend. Preferred  stock  is  ranked  as  first  or  second  in  accordance  with  the  contract 
made  with  the  holders,  at  the  time  it  is  issued,  with  regard  to  its  precedence  in  the 
matter  of  dividends,  and  not  with  reference  to  precedence  in  the  matter  of  date  of 
issue.  Either  class  of  preferred  stock  may  be  cumulative  or  non-cumulative.  In  regard 
to  dividends,  it  must  be  remembered  that  non-cumulative  preferred  stock  is  entitled  to 
a  dividend  in  any  one  year,  only  in  case  sufficient  profits  have  been  made  during  that 
specific  year.  Dividends  on  cumulative  stock  and  on  common  stock  may  be  paid  out  of 
Surplus,  that  is,  out  of  the  profits  made  in  previous  years  and  accumulated  in  the  Sur- 
plus account. 

(7)  CORRECTING  ERRORS  UT  CLOSING-  OP  PREVIOUS  YEAR.   If  an  error  is  discovered  in 
the  closing  entries  of  any  year,  too  late  to  be  corrected  before  the  business  of  the 
succeeding  year  has  progressed  so  far  that  a  large  number  of  its  operations  have  been 
placed  on  the  books,  the  correction  of  the  error  must  be  adjusted  in  the  Surplus  account, 
and  must  not  be  allowed  to  affect  the  operating  accounts  of  the  year  in  which  the  error 
was  discovered.  For  instance,  if  in  closing  the  books  for  the  year  1909,  an  error  was 
made  in  stating  accrued  royalties  payable,  by  which  $1,000.00  too  little  was  charged  to 
the  operations  of  the  year  1909,  the  proper  way  to  correct  the  error  would  be  to  credit 
Royalty  account  and  charge  Surplus  $1,000.00.  Otherwise,  the  year  1910  would  be  charg- 
ed $1,000.00  too  much  for  royalties,  since  it  would  be  charged  not  only  with  the  royal- 
ties-accrued during  the  year,  but  also  with  the  $1,000.00  which  belonged  in  the  opera- 
tions of  1909.  In  stating  the  results  of  the  operations  of  the  year  1910,  before  the 
net  profits  of  the  year  are  brought  down  into  the  Surplus  table,  the  balance  of  the  Sur- 
plus account  at  the  beginning  of  1910  must  be  adjusted  by  crediting  or  debiting  it  with 
the  corrections  of  the  errors  made  in  1909,  and  the  true  balance  brought  down,  to  which 
the  profits  of  1910  are  to  be  added.  In  a  business  which  has  a  great  many  complications, 
in  which  a  considerable  number  of  these  adjusting  entries  are  liable  to  be  made,  it  is 
often  the  practice  to  carry  an  account,  called  Surplus  Adjustment,  to  provide  for  them, 
the  net  balance  being  transferred  to  Surplus  at  the  end  of  the  year. 
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INVENTORIES. 

(8)  DEFINITION.  An  inventory  is  a  list  or  schedule  of  those  items  belonging  to  a 
business  whose  quantity  is  unknown  until  the  list  is  made.  At  the  end  of  a  year,  it  is 
necessary,  as  we  have  seen,  to  ascertain  how  much  raw  material,  partly  finished  goods 
and  finished  goods  there  is  on  hand.  The  process  of  obtaining  this  information  is  call- 
ed talcing  an  inventory,  or  an  account  of  stock.  The  terra  inventory  should  be  confined 
to  such  things  as  those  mentioned  whose  quantity  can  be  ascertained  in  no  other  way.  It 
should  not  be  used  in  regard  to  such  things  as  machinery,  or  furniture  and  fixtures,  the 
items  of  which  do  not  often  change  from  time  to  time,  and  when  they  do  change,  such 
changes,  in  a  proper  accounting  system,  are  immediately  recorded  in  the  accounts.  If 
such  a  list  is  made  of  such  items  as  machinery,  with  the  estimated  present  value  of  the 
separate  articles,  it  is  not  an  inventory,  but  an  appraisal.  The  difference  is  that  in 
one  case  the  quantity,  and  in  the  other  the  value  is  the  uncertain  element.  The  term  in- 
ventory is  correctly  used  in  regard  to  a  list  of  perishable  tools,  such  as  files  and 
drills,  because  the  rapidity  with  which  they  wear  out  prevents  the  accurate  keeping  track 
of  the  quantity  actually  on  hand  in  serviceable  condition.  In  general,  the  term  inven- 
tory is  applied  to  a  list  of  those  things  which  are  constantly  changing  and  cannot  be 
easily  kept  account  of. 

(9)  METHOD  OP  TAKING  INVENTORY..  The  usual  method  of  taking  an  inventory  is  for 
two  persons  to  proceed  systematically  through  the  building,  taking  care  that  every  por- 
tion of  it  is  visited  and  every  article  listed.  One  of  the  persons  is  provided  with  a 
book  in  which  he  writes  the  description  of  the  articles  whilejthe  other  is  counting  or 
weighing  them.  The  quantity  is  then  recorded  in  the  book.  The  book  is  divided  into 
sections,  corresponding  with  different  floors,  rooms  or  other  divisions  of  theP  space. 
Of  course,  there  may  be  more  than  one  set  of  persons  working  at  the  same  time,  and  care 
must  be  exercised  that  between  them  they  do  not  omit  any  section  or  take  any  of  them 
twice. 

A  practical  way  that  has  many  advantages  is  to  furnish  cards  to  those  who  are  to 
count  or  weigh  the  articles.  These  cards  are  numbered  consecutively  in  two  places,  the 
cards  being  perforated  in  such  a  way  that  when  torn  in  two,  there  is  a  number  on  each 
piece.  The  persons  taking  the  inventory  list  the  articles  on  the  lower  part  of  the 
card,  and  attach  the  card  to  the  articles,  or  to  the  bin  in  which  they  are  contained,  by 
tying  or  tacking  them  on.  Another  person  follows  them  and  tears  off  the  lower  part  of 
the  cards  containing  the  description  and  quantity  record,  leaving  the  upper  part  in 
place.  This  person  must  satisfy  himself  that  no  articles  have  been  overlooked,  and  may 
make  occasional  tests  of  the  quantities  to  verify  the  accuracy  of  those  who  have  preced- 
ed him,  both  as  to  description  and  quantity.  After  the  cards  have  all  been  collected 
and  arranged  in  numerical  order,  the  absence  of  a  number  would  detect  the  omission  of 
some  part  of  the  goods.  One  great  advantage  of  this  method  is  that  the  cards  can  be 
arranged  in  any  order  desired,  so  as  to  show  each  of  the  various  classes  of  goods  to- 
gether, instead  of  being  scattered  all  through  an  ordinary  inventory  book. 

The  description  of  the  articles  should  be  carefully  made,  so  as  to  show  whether 
they  were  in  the  original  condition  of  raw  material,  were  finished  goods,  or  were  in  an 
intermediate  stage  of  partly  finished  goods.  In  the  latter  case,  care  mast  be  exercised 
to  describe  the  articles  so  that  it  can  be  easily  determined  to  what  extent  the  opera- 
tions through  which  they  had  passed  had  added  to  their  cost. 
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(10)  BASIS  OP  VALUATION.  In  an  inventory,  all  the  articles  should  be  valued  at 
their  coat.  When  the  quantities  have  been  recorded  in  the  inventory  book  or  on  the 
cards,  someone  who  io  thoroughly  conversant  with  the  original  prices  and  with  the  fac- 
tory operations  should  insert  the  prices  at  which  each  article  is  to  be  valued.  This 
price  would  include  the  original  coat  of  the  raw  material,  with  the  freight  and  cartage 
added;  all  the  direct  labor  that  had  been  put  into  it;  and  a  percentage,  to  cover  in- 
direct labor  and  other  factory  expense. 

It  is  a  generally  accepted  rule  among  accountants  that,  if  the  market  price  of  raw 
material  has  dropped  below  the  cost  price,  the  market  price  should  be  taken  as  the  bas- 
is of  valuation  in  an  inventory,  while  if  the  market  price  has  risen,  the  cost  price 
should  be  taken.  That  is,  the  price  to  be  taken  is  whichever  is  the  lower,  the  market 
or  the  cost  price.  While  this  is  undoubtedly  a  safe  and  conservative  plan  to  follow, 
there  does  not  seem  to  be  any  justice  in  adopting  the  market  price,  when  it  is  the  low- 
er, unless  the  drop  is  likely  to  be  permanent,  and  affects  the  selling  price  of  the 
product. 

An  exception  to  the  rule  of  valuing  at  cost  price  would  be  found  in  the  case  of 
any  articles  that  had  deteriorated  in  value  from  being  shop-worn,  out-of-date,  or  from 
any  other  cause.  A  liberal  deduction  from  cost  should  be  made  in  such  cases. 

Whatever-  basis  of  valuation  is  adopted,  it  is  important  that  the  same  basis  shall 
be  used  in  both  the  inventory  at  the  beginning  and  that  at  the  end  of  the  period.  This 
is  because  the  inventory  is  an  important  element  of  the  Revenue  account,  which  is  charg- 
ed with  the  inventory  at  the  beginning  and  credited  with  the  inventory  at  the  end. 
Therefore,  if  the  beginning  inventory  is  undervalued  and  the  ending  inventory  is  over- 
valued, the  Revenue  account  is  charged  too  little  for  the  former  and  credited  too  much 
for  the  latter,  and  the  profits  for  the  period  are  overstated.  If  the  reverse  is  true, 
and  the  first  inventory  is  overvalued,  while  the  last  one  is  undervalued,  the  profits 
of  the  period  will  be  understated. 

(11)  CONSIGNED  GOODS.  As  has  already  been  noted,  great  care  must  be  taken  that 
no  goods  held  on  consignment,  and  therefore  not  owned  by  the  business,  are  included  in 
the  inventory.  On  the  other  hand,  goods  sent  out  on  consignment,  whether  to  customers 
or  to  branches,  should  be  included  in  the  inventory  on  the  same  basis  as  to  cost  as 
goods  on  hand.  Also,  no  goods  should  be  included  in  the  inventory,  although  on  hand, 
for  which  no  invoices  have  been  received,  and  which  have  not  been  paid  for,  or  for 
which  Accounts  Payable  have  not  been  credited. 

(12)  BENERAL  NOTES.  Each  person  who  takes  any  part  in  the  preparation  of  an  in- 
ventory should  attest  his  portion  of  the  work  by  his  signature  or  initials.  The  ex- 
tension of  the  prices  should  be  verified  by  two  persons,  each  one  ibaking  his  multipli- 
cations independently  of  the  other.  There  is  great  danger  of  repeating  an  error,  if 
one  person  verifies  figures  already  made  by  some  one  else. 

An  inventory  is  frequently  spoken  of  as  an  invoice.  This  is  incorrect.  An  in- 
voice is  a  written  statement  of  goods  shipped  to  a  customer,  giving  quantities  and 
prices. 

(13)  PERPETUAL  INVENTORY.  A  perpetual  inventory  is  such  a  record  as  will  show 
at  all  times,  the  quantity  of  each  class  of  goods  on  hand.  It  may  be  a  record  which 
deals  with  quantities  only,  in  which  case  it  is  kept  in  a  book  or  on  cards  which  are 

of  a  memorandum  nature  only.  It  may  be  a  record  which  deals  with  both  quantity  and  val- 
ue in  which  case  it  may  be  incorporated  in  the  books  of  account.  When  it  is  a  record  of 
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quantity  only,  it  consists  of  a  book,  in  which  each  article  is  given  a  page,  or  of 
cards,  one  of  which  is  devoted  to  each  article.  The  rocord  is  kept  in  columns  show- 
ing date  of  purchase,  quantity  purchased,  date  of  withdrawal,  quantity  withdrawn,  and 
balance  of  quantity  on  hand.  Whenever  the  record  of  any  article  shows  a  small  quan- 
tity on  hand,  it  is  verified  by  actual  count  or  weight  of  the  articles  themselves. 
If  the  result  shows  that  the  book  record  of  the  inventory  is  always  fairly  accurate, 
it  is  not  necessary  to  take  a  general  inventory  at  the  close  of  the  year.  As  a  matter 
of  fact,  the  physical  inventory  is  really  taken,  by  this  method,  several  times  in  the 
year.  This  is  one  of  the  advantages  of  the  method.  Another,  almost  a3  important,  is 
that  a  record  is  kept  in  the  office  from  which  it  can  be  readily  ascertained  when  the 
stock  on  hand  of  any  article  is  running  low,  without  depending  on  the  report  of  some 
foreman,  who  may  neglect  to  give  notice  of  a  shortage  of  supply,  and  thereby  cause 
great  inconvenience,  especially  if  the  article  is  one  that  it  takes  some  time  to  pro- 
cure. 

When  the  record  is  kept  as  to  both  quantity  and  value,  an  account  is  kept  on  a 
subsidiary  shop  or  works  ledger,  with  each  article,  in  which  it  is  charged  with  the 
quantity  purchased  or  made  at  cost.  When  any  withdrawal  of  any  of  the  articles  is 
made,  it  must  be  by  a  proper  requisition,  which  is  credited  to  the  account  at  cost. 
The  balance  of  the  account  will  show  at  any  time  the  quantity  on  hand  at  cost.  If 
two  columns  are  provided  on  each  side,  one  for  quantity  and  the  other  for  value,  the 
quantity  balance  and  the  money  balance  will  both  be  shown.  This  process  is  simple 
with  regard  to  raw  material.  As  finished  and  partly  finished  goods  are  valued  on 
the  basis  of  the  raw  material  and  the  labor  and  other  expense  that  has  gone  into  them, 
it  is  necessary  to  keep  an  accurate  account  of  these  elements.  This  is  done  by  means 
of  shop  cards  or  job  tickets.  Each  lot  of  goods  that  is  ordered  made  is  represented 
by  one  of  these  cards  or  tickets,  on  which  is  entered  the  raw  material  used  and  the 
cost  of  all  the  labor  directly  employed  in  the  making  of  the  goods.  A  fixed  percent- 
age, usually  based  on  the  direct  labor,  is  added  to  represent  the  general  factory  ex- 
pense, including  the  non-productive  labor.  The  total  is  the  cost  of  each  lot  of 
goods  as  far  as  it  has  progressed,  up  to  completion,  and  is  the  basis  of  its  valua- 
tion in  the  inventory. 
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ENTRIES  RECORDING  TRANSACTIONS  IN  DIARY  OP  DECEMBER  1,  1906 

The  proper  way  to  ascertain  what  entries  it  is  necessary  to  make  is  to  study 
each  transaction,  or  class  of  transactions,  see  what  accounts  are  affected,  and  in 
what  way,  and  then  to  make  such  an  entry  as  will  give  effect  to  the  conclusion 
reached.  When  the  transaction  indicates  the  covering  up  of  an  abstraction  of  money, 
the  defaulter  is  charged  in  a  special  account,  to  distinguish  it  from  an  ordinary 
debt.  The  fullest  explanation  should  accompany  each  entry,  giving  the  date,  descrip- 
tion, book  and  folio  of  each  fraudulent  entry  corrected,  the  auditor's  report  being 
the  basis  and  authority  for  the  items. 
JOURNAL. 

H.  Smart,  Special  13.860 

Accounts  Receivable  13,060 

Payments  made  by  customers,  which  were  withheld  by  H.  Smart,  detailed* 
H.  Smart,  Special  1,200 

Productive  Labor  1,200 

Twelve  pay-rolls  overfooted  $100.00  each,  on  the  following  dates:  detailed. 
H.  Smart,  Special  10,700 

Accounts  Receivable  10,700 

To  correct  short  footings  of  Accounts  Receivable  and  Bank  Deposit  columns,  on 
the  following  named  pages  of  the  Cashbook. 

Accounts  Receivable  10,700 

Hardware  Sales  4,300 

Farm  Implement  Sales  6,400 

To  correct  footings  of  Sales  Book,  on  pages  noted  below,  which  are  undor-added 
to  offset  under  credits  to  Accounts  Receivable  shown  in  previous  entry. 
H.  Smart,  Special  1,380 

Hardware  Sales  560 

Farm  Implement  Sales  820 

Cash  Sales  understated  at  the  following  dates. 
CASHBOOK,  DISBURSEMENT  SIDE.  General     Bank 

H.  Smart,  Special  950      950 

Cash  entered  as  deposited  in  Bank  on  page  -  of  the  Cashbook,  but  which  was  with- 
held by  Smart.  This  entry  to  ad.tust  Bank  account. 
JOURNAL. 

Treasury  Stock  13,400 

Working  Capital  (Page  35)  13,400 

Donation  of  20$  of  the  §67,000  of  common  stock  outstanding,  contributed  by  the 
stockholders  to  provide  a  Working  Capital.   (It  is  to  be  noted  that  the  common  stock 
outstanding  is  not  $75, 000. 00,  as  there  is  already  $8,000  in  the  Treasury.  Treasury 
stock  must  always  be  carried  at  par,  whatever  its  real  or  market  value.) 
Working  Capital  1,340 

Treasury  Stock  1,340 

Discount  of  10$  on  134  shares  of  Treasury  Stock  sold,  reducing  the  actual  Work- 
ing Capital  to  that  extent. 

CASHBOOK,  RECEIPT  SIDE.  Goneral     Bank 

Dec.  1,  Treasury  Stock  12,060    12,060 

134  shares  of  Donated  Stock  sold  at  90$. 
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PROBLEM  NO.  16. 
A  is  the  owner  of  a  business  with  property  valued  as  follows: 

Real  Estate  and  Buildings  $100,000 

Machinery  &  Tools  79,000 

Stock  in  Trade  (Merchandise  Inventory)  93,500 

A,  B,  C,  D  and  E  organize  a  new  corporation,  P,  with  an  authorized  capital  of 
$350,000,  divided  into  3,500  shares  of  $100  each,  under  the  following  conditions: 

A  receives  2,725  fully  paid  shares  for  his  property  as  above. 
B  subscribes  for  100  shares. 
C  subscribes  for  100  shares. 
D  subscribes  for  100  shares. 
E  subscribes  for  125  shares. 

100  shares  are  placed  in  the  treasury  for  future  disposition,  and  50  shares  of 
fully  paid  stock  are  given  to  each  incorporator  for  the  cash  payment  of  10$  of  par 
value,  in  consideration  of  services  in  the  organization  of  the  company.  Each  incor- 
porator then  donates  30  shares  to  the  company  for  sale  to  provide  working  capital. 

Draft  the  necessary  opening  entries  for  Corporation  P,  giving  effect  to  the 
above  transactions,  and  prepare  resulting  trial  balance. 

Note.  This  is  the  way  the  problem  was  given  in  a  C.  P.  A.  examination. 

PROBLEM  NO.  17. 


Hall,  Birkle  and  Past  are  partners  with  interest  in  the- profits  of  1/2,  3/8  and 
1/8  respectively.  On  December  31.  the  partnership  terminates  and  the  Balance  Sheet 
is  as  follows: 


Cash 

1,250 

Sundry  Creditors 

Bills  Receivable 

1,500 

Hall,  Capital 

Accounts  Keceivable 

30,000 

Birkle,  Capital 

Inventory 

5,000 

Past,  Capital 

Lease 

2,500 

Plant 

7,500 

47,750 


17,750 

17,500 

7,500 

5,000 


47,750 


Six  months  later,  when  the  affairs  have  been  liquidated,  it  is  found  that  the 
assets  have  realized  less  than  the  values  on  the  above  balance  sheet  by  -)500  on  Ac- 
counts Receivable,  C»750  on  the  Lease  and  $750  on  the  Plant.  The  partnership  agree- 
ment governs  the  liquidation. 

The  expense  of  winding  up  the  business  amounts  to  $450,  and  the  partners  are 
entitled  to  5$  interest  on  their  capital  accounts,  by  agreement.  Show  how  to  close 
the  books,  giving  each  partner's  account  with  the  final  balance  payable  to  him. 

Copyright,  1912,  Charles  H.  Langer 
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CHAPTER  36. 
SPECIAL  TOPICS. 

(1)  REAL  ESTATE  INCOME  AND  EXPENSE.  When  a  "business  owns  its  own  building,  there 
are  two  ways  in  which  the  repairs,  maintenance  and  other  expenses  incident  to  it  can  be 
treated.  All  the  repairs,  taxes,  insurance  and  other  payments  for  tho  account  of  the 
building,  together  with  a  fair  amount  of  depreciation  may  be  charged  to  the  account  of 
Building  Expense.  The  total  of  this  account  would  be  the  equivalent  of  rent  and  would 
be  charged  to  Revenue  in  the  same  way  that  rent  would  be  charged.  A  reasonable  rate 
of  interest  on  the  cost  of  the  building  may  be  added,  the  offsetting  entry  being  to 
Interest  account.  If  the  business  is  divided  into  departments,  the  charge  to  each  de- 
partment for  this  equivalent  of  rent  would  be  proportioned  to  the  space  occupied  and 
its  desirability. 

As  the  capital  invested  in  the  real  estate  is  entitled  to  a  fair  return  for  its 
use,  another  method  is  often  adopted.  An  estimate  is  made  of  the  rent  that  the  pro- 
perty would  command  from  the  business,  if  it  were  owned  by  an  outside  person.  This 
amount  is  charged  as  rent,  the  same  as  if  it  were  paid  to  an  ordinary  landlord,  and 
is  credited  to  the  account  of  Real  Estate  Income  and  Expense.  To  this  account  are 
charged  all  repairs,  taxes,  insurance,  ground  rent,  if  any,  depreciation,  and  interest 
on  the  cost  of  the  property,  at  the  rate  that  would  be  realized  on  an  investment  in 
good  securities.  The  balance  of  the  Real  Estate  Income  and  Expense  account  would  be 
transferred  at  the  closing  of  the  books  to  Profit  and  Loss  Account,  as  the  measure  of 
the  profit  or  loss  to  the  business  consequent  upon  its  ownership  of  the  property.  In 
this  way  the  accounts  show  whether  the  owning  of  the  property  is  a  profitable  invest- 
ment or  not. 

If  any  portion  of  the  space  is  rented  to  other  parties,  the  amount  paid  by  them 
would  be  credited  to  the  Real  Estate  Income  and  Expense  account,  unless  the  rent  paid 
by  these  tenants  included  a  charge  for  power  furnished.  In  this  case,  the  portion  of 
the  rent  which  covered  the  charge  for  power  Bhould  be  credited  as  a  reduction  of  Power 
Expense,  and  only  the  remainder,  or  that  portion  which  represented  rent  proper,  would 
be  credited  to  Real  Estate  Income  and  Expense. 

If  cottages  are  owned  by  a  business  and  rented  to  its  employees,  a  separate  ac- 
count of  Cottage  Income  and  Expense  should  be  kept,  with  them.  It  is  not  part  of  the 
regular  operations  of  a  business  to  own  cottages  for  rent.  It  is  more  in  the  nature  of 
an  outside  investment.  It  differs  from  an  ordinary  investment  oftentimes,  since  it  may 
be  to  the  advantage  of  a  business  to  rent  such  cottages  to  its  employees  at  cost,  or 
even  less,  in  order  to  secure  and  hold  an  efficient  body  of  workers. 

(2)  OUTSIDE  INVESTMENTS.  Sometimes  a  business  acquires  property  of  various  kinds 
that  is  not  essential  to  the  conduct  of  its  operations.  It  may  be  that  the  property 
thus  acquired  is  in  the  shape  of  bonds  or  other  securities  that  have  been  bought  be- 
cause the  business  had  more  ready  money  on  hand  than  it  needed.  It  may  be  that  it  has 
taken  over  real  estate  or  other  property  in  settlement  with  a  delinquent  customer.  As 
any  such  property  is  outside  of  the  regular  operations  of  the  business,  it  is  classed 
as  Outside  Investments.  The  income  from  it  should  be  kept  separate  from  the  regular 
operating  accounts,  and  should  appear  in  the  Revenue  account  in  the  Profit  and  Loss 
table  as  an  income  of  the  Capital.   If  the  property  is  held  for  several  years  and 
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then  sold,  the  profit  or  loss  on  the  sale  should  be  credited  or  charged  to  Surplus,  as 
an  extraneous  gain  or  loss,  not  belonging  to  any  one  year. 

.  (3)  EXTRANEOUS  PROFITS  OR  LOSSES.  The  Profit  and  Lo3s  accoxmt  each  year  should 
contain  only  those  items  which  affect  the  results  of  the  regular  operations  of  the  bus- 
iness for  that  year.  It  may  happen  that  profits  or  losses  may  be  made  which  are  not 
caused  by  the  regular  transactions.  Such  would  be  the  profit  or  loss  resulting  from  a 
fire,  from  the  sale  of  any  fixed  asset,  such  as  a  portion  of  the  land,  from  a  defalca- 
tion, or  from  any  other  cause  that  is  not  part  of  the  regular  business  operations.  Such 
items  should  be  credited  or  charged  to  Surplus,  after  the  results  of  the  year's  opera- 
tions have  been  transferred  to  that  account.  If  they  are  allowed  to  affect  the  Profit 
and  Loss  account  of  the  year  in  which  they  occurred,  they  would  destroy  the  basis  of 
comparison  between  the  operating  results  of  different  years. 

(4)  NATURE  OP  INTEREST.  Interest  is  the  charge  made  for  the  use  of  money.   It  is 
usually  expressed  as  a  percentage  on  the  amount  involved.  If  a  person  makes  a  loan 
from  a  bank  of  $500.00  for  sixty  days  at  6%   interest,  the  bank  lends  him  the  money,  it 
does  not  give  it  to  him.  The  money  still  belongs  to  the  bank.  All  the  borrower  is  en- 
titled to  is  the  use  of  the  money  for  sixty  days,  and  for  that  temporary  use  the  bank 
charges  five  dollars.  At  the  end  of  the  sixty  days,  the  borrower  muat  return  its  money 
to  the  bank.  The  transaction  does  not  differ  in  principle  from  the  hiring  of  a  horse 
and  buggy  from  a  livery  stable.  The  liveryman  does  not  give  the  horse  and  buggy  to  the 
man  that  hires  them.  All  he  does  is  to  sell  the  use  of  them  for  a  definite  time,  say 
for  a  day,  and  for  that  use  he  charges  five  dollars.  At  the  end  of  the  day,  the  man 
who  hired  them  must  return  them  to  their  owner.  Borrowing  money  is  therefore,  in  real- 
ity, hiring  it  for  a  time. 

(5)  BANK  DISCOUNT.  When  a  bank  lends  money  on  a  note  payable  at  a  fixed  tine,  it 
deducts  the  interest  from  the  face  of  the  note,  and  gives  the  customer  credit  for  the 
net  amount.  This  i3  called  "bank  discount".  It  is,  of  course,  interest,  but  differs 
from  interest  on  a  demand  note  or  open  account,  in  that  the  interest  is  not  Calculated 
on  the  amount  that  the  customer  receives  for  his  use,  but  on  the  face  of  the  note. 
That  is,  if  a  person  borrows  $10,000  from  a  bank  on  demand  at  6$,  he  will  pay,  at  the 
end  of  four  months,  interest  amounting  to  $200.00.  If  on  the  other  hand,  he  makes  a 
note  for  $10,000,  due  four  months  after  date,  and  the  bank  discounts  it  at  6$,  he  will 
receive  credit  for  $9,800.  He  pays  $200.00  interest  in  each  case,  but  on  the  demand 
note  he  pays  it  for  the  use  of  $10,000,  while  on  the  time  note,  he  pays  it  for  the 

use  of  only  $9,800.  The  true  interest  on  $9,800  at  6%  for  four  months  would  be  $196,00 
If  the  bank  should  deduct  $196.00  from  $10,000,  it  would  receive  $196.00  for  a  net  loan 
of  $9,804,  the  interest  on  which  should  be  $196.08.  To  find  the  amount  which  the  bank 
should  give,  so  as  to  make  the  interest  exactly  right,  the  face  of  the  note  should  be 
divided  by  one  dollar  plus  the  interest  on  a  dollar  for  the  time.  The  interest  on  one 
dollar  for  four  months  at  6%  is  two  cents.  Dividing  $10,000  by  $1.02  gives  $9,803.92. 
The  interest  on  this  is  $196.08,  which  is  the  exact  amount  which  should  be  paid  for 
the  use  of  $9,803.92  for  four  months  at  6%,     This  is  called  "true  discount."  Bank 
discount  really  gives  the  bank  interest  on  interest. 

There  is  another  peculiarity  about  bank  discount  and  interest,  which  is  legaliz- 
ed by  statute  in  most  of  the  states.  The  bank  charges  interest  for  the  actual  number 
of  days  covered  by  the  note,  but  on  the  basis  of  360  days  to  the  year.  The  result  is 
that  if  a  note  is  made  at  sixty  days  and  is  renewed  five  times  more,  it  will  have 
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covered  altogether  360  fiays,  but  a  whole  year's  interest  will  have  been  paid  on  it,  al- 
though there  are  still  five  days  of  the  yoar  not  yet  elapsed. 

Those  two  perquisites  of  the  banks  have  boen  developed  by  custom.  They  do  not 
make  much  difference  to  the  ordinary  borrower,  but  when  applied  to  all  the  time  notes 
in  a  bank  the  amount  of  extra  profit  to  the  bank  is  very  considerable. 

(6)  MACHINERY  MADE  BY  A  FACTORY  FOR  ITS  OWN  USE.  Vihen  a  factory  has  the  facili- 
ties for  doing  so,  it  will  frequently  manufacture  tools  and  machinery  for  its  own  use, 
instead  of  buying  them  from  other  factories.  The  question  then  arises  as  to  the  basis 
of  the  charge  that  the  factory  should  make  to  its  Tools  and  Machinery  accounts.  It  is 
often  claimed  by  the  manufacturing  department  of  such  a  factory  that  it  should  be  al- 
lowed to  charge  out  the  work  at  the  same  price  as  if  the  product  had  been  intended  for 
sale  to  outside  parties.  This  is  based  on  the  argument  that,  if  the  factory  had  not 
been  employed  on  this  work,  it  could  have  been  employed  in  getting  out  goods  for  custom- 
ers on  which  it  could  have  made  a  legitimate  profit,  and  further,  that  if  the  factory 
does  not  make  its  own  tools  or  machinery,  it  would  have  to  buy  them  from  other  facto- 
ries, to  which  it  would  pay  the  regular  price  for  the  goods,  which  would  include  the 
profit  made  by  the  factories  from  which  they  were  bought. 

The  usual  rule  with  regard  to  a  profit  is  that  it  must  be  realized.  R>r  this  rea- 
son, it  is  not  considered  to  be  good  accounting  to  write  up  an  asset,  such  as  an  inven- 
tory, when  the  market  price  has  advanced  beyond  the  cost.  To  increase  the  value  of  the 
inventory  to  the  market  price  would  be  to  make  a  profit  which  has  not  been  realized, 
and  which  may  never  be  realized,  unless  the  advance  is  of  so  permanent  a  nature  that 
the  selling  price  will  also  be  advanced  to  a  corresponding  degree   In  a  sense,  when  a 
factory  makes  its  own  machinery,  the  manufacturing  department  may  be  said  to  have  sold 
the  machinery  to  the  constructing  department,  or- in  other  words,  to  the  Capital.  In 
this  sense,  the  profit  is  realized  by  being  added  to  the  fixed  asset  of  Machinery.  How- 
ever, such  a  profit  consists  only  of  an  entry  on  the  books,  and  differs  from  the  profit 
made  on  goods  that  are  manufactured  .and  sold  to  outside  parties,  in  that  it  is  tied  up 
in  the  fixed  asset  of  Machinery  and  is  not  available  for  dividends,  as  would  be  the 
profit  made  on  goods  sold  to  and  collected  in  cash  from  outside  parties. 

The  proper  treatment  of  this  subject  has  been  pointed  out  by  Mr.  A.  Lowes  Dickinson, 
who  says:  "There  is  here  a  confusion  between  a  profit  and  a  saving.  The  reason  that  a 
concern  undertakes  its  own  construction  work  in  place  of  letting  outside  contracts  there- 
for, is  that  it  can  by  that  means  effect  a  saving  in  its  expenditure  by  taking  advantage 
of  its  own  capital  and  facilities  to  carry  out  the  work  instead  of  using  the  organisation 
and  the  capital  of  others,  upon  which  it  would  have  to  pay  a  profit.  The  saving  so  ef- 
fected is  of  considerable  advantage,  in  that  it  reduces  the  amount  of  capital  investod 
and  its  future  earnings  will  represent  a  larger  return  on  the  investment.  Moreover,  it 
is  seldom  true  that  the  use  of  its  own  facilities  for  construction  expenditure  really 
means  the  throwing  away  of  profitable  work  for  outsiders,  which  would  otherwise  have 
been  undertaken.  It  is  doubtful  if  any  well  managed  concern  ever  refuses  profitable 
orders,  because  Of  its  own  construction  work.  Its  organization  can  and  will  almost 
automatically  expand  sufficiently  to  provide  for  any  increase  in  its  operations  which 
is  likely  to  be  thrown  upon  it.  Moreover,  if  a  sum  be  added  to  the  cost  of  construction 
and  credited  to  profit  and  loss,  to  represent  the  profit  which  would  have  been  earned  by 
the  company  if  the  work  had  been  done  for  outsiders  instead  of  for  itself,  this  profit 
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can  only  be  made  available  for  distribution  by  increasing  the  amount  of  capital  con- 
tributed for  the  new  construction  work,  and  it  can  hardly  be  considered  good  financial 
policy  to  increase  indebtedness  for  the  purpose  of  paying  dividends.  The  only  sound 
principle  that  can  be  adopted  is  to  charge  to  construction  all  costs  and  expenses  which 
are  directly  attributable  to  that  construction,  but  nothing  for  indirect  expenses,  inter- 
est or  profit." 

This  saving  or  profit  does  finally  show  itself  in  the  Profit  and  Loss  account, 
through  future  charges  to  Depreciation.  If  the  machinery  thus  made  is  charged  to  machin- 
ery account  at  its  actual  factory  cost,  instead  of  at  it3  market  price,  there  will  be  a 
smaller  sum  in  the  Machinery  account,  on  which  the  annual  charge  for  depreciation  is  to 
be  made.  To  that  extent,  the  profits  of  each  future  year  will  be  increased,  and  at  the 
end  of  the  life  of  the  machinery,  the  whole  saving  will  thus  be  realized  as  an  actual 
profit,  through  the  reduction  in  the  annual  depreciation  charge.  The  whole  matter  re- 
solves itself  into  the  question  whether  the  saving  shall  be  called  a  profit  in  the  one 
year  in  which  it  occurs,  or  shall  be  spread  over  the  future  years  in  which  it  is  real- 
ized. 

(7)  WASTING  ASSETS.  There  is  a  certain  class  of  assets,  that  are  called  Wasting 
Assets,  because  from  their  very  nature  they  are  constantly  being  used  up  in  the  opera- 
tion of  the  business  and  cannot  be  replaced.  Such  are  the  ore  or  coal  in  a  mine,  and 
the  stumpage  in  a  forest  of  timber.  As  the  mass  of  ore  or  coal  in  the  mine  and  the 
number  of  trees  in  a  forest  are  limited,  the  time  must  come  when  the  supply  of  ore, 
coal  or  timber  will  be  exhausted.  This  exhaustion  of  the  supply  will  be  in  direct  pro- 
portion to  the  activity  of  the  operations,  and  if  no  operation  is  carried  on,  there 
will  be  no  part  of  the  asset  used.  This  marks  one  difference  between  a  wasting  asset 
and  a  depreciating  asset,  since  the  depreciating  asset,  such  as  a  machine,  deteriorates 
even  when  it  is  not  used,  and  a  patent  or  a  leasehold  depreciates  by  mere  lapse  of  time. 
Another  distinction  is  that  the  wasting  asset  is  itself  removed  from  its  original  posi- 
tion and  sold,  while  a  depreciating  asset  is  the  medium  by  means  of  which  something 
else  is  brought  into  a  condition  to  be  sold. 

The  important  thing  to  be  borne  in  mind  in  regard  to  a  wasting  asset  is  that  the 
supply  will  eventually  be  entirely  exhausted,  and  that,  therefore,  the  business  that 
is  based  on  it  must,  sooner  or  later,  come  to  an  end.  This  has  a  direct  effect  on  the 
value  of  the  business  based  on  its  earning  power.  Ebr  instance,  stock  in  a  coal  mine 
paying  twenty  per  cent  per  year  is  not  as  valuable  as  stock  in  a  reliable  commercial  or 
manufacturing  business  paying  the  same  rate.  Under  normal  conditions  and  with  proper 
management,  the  commercial  or  manufacturing  business  may  be  expected  to  continue  to 
earn  the  twenty  per  cent  profit  indefinitely,  and  nay  increase  it,  an  increase  in  any 
one  year  not  affecting  the  ability  to  keep  up  the  usual  rate  of  profit  in  subsequent 
years.  In  the  case  of  the  coal  mine  it  is  altogether  different,  because  not  only  will 
the  profits  stop  when  the  coal  is  exhausted,  but  the  whole  value  of  the  mine  will  be 
gone  as  well.  In  other  words,  the  twenty  per  cent  apparently  earned  each  year  is  not 
all  profit.  Part  of  it  is  the  repayment  of  the  principal.  If  the  body  of  coal  is 
large  enough  to  last  twenty- five  years,  at  the  rate  at  which  operations  are  being 
carried  on,  it  is  plain  that  at  the  end  of  the  twenty- five  years  the  stock  of  coal  will 
be  exhausted  and  the  original  capital  of  the  company  which  was  invested  in  the  coal 
mine  will  have  disappeared.  This  means  that  one  twenty-fifth,  or  four  per  cent,  of  the 
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capital  had  been  used  up  every  year,  and  that  the  twenty  per  cent  of  apparent  annual 
earnings  had  in  reality  "been  only  sixteen  per  cent  profit  and  four  per  cent  repayment 
of  capital.  This  is  a  point  that  is  very  frequently  overlooked  by  the  ordinary  in- 
vestor when  buying  mining  stock,  and  is  especially  liable  to  be  disastrous  in  the  case 
of  a  gold  mine,  the  ore  body  in  which  may  be  much  less  extensive  than  the  stockholders 
of  the  company  may  have  been  led  to  think  it  was. 

If  a  forest  is  replanted  as  fast  as  the  old  timber  is  cut  off,  the  stumpage  re- 
presented by  it  would  not  be  a  wasting  asset,  as  it  is  being  constantly  replaced.  Un- 
til very  recently,  there  were  no  such  forests  in  this  country. 
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QUIZ  QUESTIONS. 

Question  No.  31. 

On  November  1,  a  firm  discounts  its  note  payable  for  $10,000,  due  in  four  months, 
interest  at  6%  per  annum  being  deducted  by  the  bank.  On  December  31,  they  close  their 
books.  In  closing,  would  you  take  anything  into  consideration  in  connection  with  the 
above  transaction?  If  so,  give  journal  entry,  and  state  your  reasons  for  making  such 
an  entry. 
Question  No.  32. 

Before  a  corporation  started  its  active  business,  it  incurred  heavy  expenses  for 
legal  services  in  connection  with  obtaining  its  charter,  for  printing  its  stock  cer- 
tificates and  bonds,  for  commissions  to  brokers  who  sold  the  bonds,  and  for  other  pre- 
liminary charges.  State  how  you  would  treat  these  expenses  on  the  books,  when  first 
opened  and  subsequently,  giving  reasons  for  your  answer. 
Question  No.  33. 

Why  should  the  value  of  land  be  kept  separate  from  that  of  buildings  on  the  land? 
Question  No.  34. 

A,  B  and  C  are  partners  whose  investments  in  the  partnership  are  $10,000,  $15,000 
and  $20,000  respectively.  After  allowing  interest  to  each  partner  on  his  capital,  the 
profits  are  divided  equally.  What  is  the  object  of  crediting  the  partners  with  inter- 
est on  the  capital  invested,  and  what  is  the  nature  of  the  interest  credits?  State 
how  you  would  show  the  interest  items  in  a  Revenue  account,  containing  tables  of  Manu- 
facturing, Selling,  Profit  and  Loss,  and  Disposition  of  Profit. 
Question  No.  35. 

Referring  to  the  previous  question,  would  it  make  any  difference  in  the  results 
to  any  of  the  partners,  if  A  did  not  receive  any  credit  for  interest,  B  was  credited 
on  $5,000,  and  C  on  $10,000,  that  is,  on  the  excess  of  each  one's  capital  over  that 
of  A?  Would  it  make  any  difference  in  the  treatment  of  the  interest  in  the  Revenue 
account? 
Question  No.  36. 

What  is  the  difference  between  Expenditure  and  Expense? 
Question  No.  37. 

What  is  Treasury  Stock? 
Question  No.  38. 

In  closing  the  books  of  a  corporation,  it  is  found  that  the  merchandise  inventory 
at  the  beginning  of  the  period  was  over-stated  $10,000  as  the  result  of  an  error  in 
addition.  How  would  this  affect  the  earnings  of  the  current  year,  and  what  entry,  if 
any,  should  be  made? 
Question  No.  39. 

The  following  are  the  transactions  of  a  corporation  in  a  state  which  does  not  re- 
quire the  entire  subscription  of  capital  stock.  Authorized  issue  of  capital  stock, 
$250,000.  Total  amount  of  stock  subscribed,  $200,000;  of  which  $150,000  was  issued  to 
A  to  pay  for  plant  and  sundry  assets  turned  over  by  him,  $10,000  was  paid  for  in  cash, 
and  $15,000  was  paid  for  in  notes.  Give,  in  journal  form,  the  entries  you  would  make 
to  place  these  transactions  on  the  books,  and  state  how  you  would  show  the  items  in 
the  balance  sheet. 
Question  No.  40. 

In  opening  a  new  ledger,  in  what  order  would  you  arrange  the  accounts?  Give  rea- 
sons for  the  order  that  you  would  adopt. 
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To  place  the  capital  on  the  Looks  at  its  authorized  amount  the  following  journal 
entry  would  be  made.  This  would  not  be  possible  in  Illinois  and  other  states  in 
which  the  stock  must  all  be  subscribed.  The  problem  intimates  that  the  100  shares  un- 
subscribed should  be  called  Troasury  Stock,  but  this  is  contrary  to  the  best  account- 
ing ideas. 

Subscribers  340,000 

Unsubscribed  Stock  10,000 

To  Capital  Stock  350,000 

A,  277,500 

B,  15,000 

C,  15,000 

D,  15,000 

E,  17,500 

In  Illinois  and  some  other  states,  all  the  stock  would  jiave  to  be  subscribed 
for,  but  the  100  shares  in  question  might  not  be  paid  for  and  there  would  remain  a 
debit  balance  in  Subscribers  account  of  $10,000.  This  would  appear  as  Unissuod 
Stock,  instead  of  Unsubscribed  Stock. 

The  purchase  of  the  assets  from  A  would  be  shown  thus: 
Real  Estate  &  Buildings  100,000 

Machinery  &  Tools  79,000 

Stock  in  Trade  93,500 

To  Subscribers,  A,  272,500 

The  following  are  self-explanatory,  Organization  Expense  being  debited  as  a 
deferred  charge,  a3  it  is  not  fair  to  make  the  first  year  stand  the  whole  of  an  ex:- 
pense  which  is  supposed  to  benefit  all  the  future  years. 
Cash  2,500 

Organization  Expense,  Services     22,500 

To  Subscribers  25,000 

A,  B,  C,  D  &  E  05,000  each. 
Treasury  Stock  15,000 

To  Working  Capital  15,000 

for  donation  of  150  shares. 
This  is  true  Treasury  Stock,  because  each  of  the  incorporators  had  more  stock 
than  he  contributed,  fully  paid  up  by  services,  even  if  he  had  not  paid  for  the  rest 
of  his  stock. 


TRIAL  BALAIICE 

(HATE). 

Capital  Stock 

350,000 

Working  Capital 

15,000 

Heal  Estate  &  Buildings 

100,000 

Machinery  &  Tools 

79,000 

Stock  in  Trade 

93,500 

Organization  Expense 

22,500 

Cash 

2,500 

Continued  on  next 

page. 
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Subscribers:       B,  $10,000 

C,  10,000 

D,  10,000 

E,  12,500 
Unsubscribed  Stock  10,000 
Treasury  Stock  15,000 


365,000 #365,000 

If  this  were  a  balance  Sheet,  the  Unsubsoribed  and  Treasury  Stoolc  would  be  shown 
as  deductions  from  the  Capital  Stock. 


SOLUTION,  PROBLEM  NO.  17. 

The  first  point  to  be  noted  is  that  the  time  for  which  interest  is  to  be  calculat- 
ed on  the  capitals  is  six  months. 

The  Cash  Book  would  contain  the  following  entries,  at  various  dates: 


Balance,  December  31         1,250.00 

Sundry  C: 

reditors 

17,750.00 

Bills  Receivable            1,500.00 

Expense 

450.00 

Accounts  Eoceivable         29,500.00 

Balance, 

June 

30 

27,550.00 

Inventory                 5,000.00 

Lease                    1,750.00 

Plant                    6,750.00 

45,750.00 

45,750.00 

On  the  Journal  would  appear  the  following 

• 
1 

Profit  &  Loss 

$3, 

,200.00 

Accounts  Receivable 

$500.00 

Lease 

750.00 

Plant 

750.00 

Expense 

450.00 

Hall,  Interest  on  Capital 

437.50 

Birkle,    "   •»   " 

187.50 

last       n          n           » 

125.00 

To  charge  off  losses,  expense  and 

interest. 

Hall 

1, 

,600.00 

Birkle 

1 

,200.00 

Past 

400.00 

Profit  &  Loss  3,200.00 

To  Charge  partners  with  total  loss. 

The  partners1  capital  accounts  would  bo  as  fellows: 

HALL,   CAPITAL. 
Loss,  Realization  1,600.00      Balance,  Jan'y  1,  17,500.00 

Balance  down  16,537.50       Interest  437.50 

17.937.50  17.957.50 

Balance,  Jime  30        16,337.50 

Copyriritt.  1912,  Charles  H.  Longer 
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BIRKLE,    CAPITAL, 


Loss,  Realization 
Balance  down 


1,200.00 
6,487.50 
7,687.50 


Balance,   Jan'y  1, 
Interest 

Balance,  June  30 


7,500. JO 

187.50 

7,687.50 

6,487.50 


Loss,  Realization 
Balance  down 


PAST,   CAPITAL 

400.00      Balance,  Jan'y  1, 
4,725.00       Interest 
5,125.00 


Balance,  June  30 
The  final  liquidation  would  "be: 

Payment  to  Hall  $16,337.50 

n  '•  Bi«cle  6,487.50 

•  ■  Past  4,725.00 

Exhausting  the  cash  on  hand  27,550.00 


5,000.00 

125.00 

5,125.00 

4,725.00 
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CHAPTER  37. 
SPECIAL  TOPICS. 

(1)  THE  PRIVATE  LEDGER  .A  private  ledger  is  a  bound  took,  usually  fitted  with  a 
lock,  the  keys  to  which  are  held  only  by  those  who  are  entrusted  with  all  the  confiden- 
tial affairs  of  a  "business,  though  it  may  be  an  ordinary  ledger  that  is  kept  locked  up 
in  a  private  compartment  of  the  safe  or  vault.  The  use  of  a  private  ledger  necessitates 
the  employment  of  a  private  journal,  in  which  the  entries  are  first  mado.  Sometir.es 
there  i3  a  private  cashbook  and  a  private  bank  account,  but  these  are  not  usual,  unless 
the  business  is  in  the  habit  of  receiving  or  paying  money,  which  it  does  not  wi3h  any 
one  to  know  about,  outside  of  the  confidential  officers  in  a  corporation,  or  of  the 
partners  in  a  partnership. 

(2)  OBJECTS  OP  EEEPIEG.  The  principal  reason  for  keeping  a  private  ledger  is  to 
prevent  any  unauthorized  person  from  obtaining  any  knowledge  of  the  confidential  ac- 
counts of  the  business.  For  this  reason,  all  the  accounts  of  a  confidential  nature  are 
kept  in  the  private  ledger.  In  a  corporation  these  would  be  the  Capital,  Surplus,  Prof- 
it and  Lo3s,  Dividends,  Depreciation  Reserves,  Salaries  to  Officers,  Bonuses  to  Employ- 
ees, Inventory  and  all  other  accounts  which  it  may  not  be  wise  to  let  the  general  office 
force  know  about.  In  a  partnership,  the  capital  accounts  of  the  partners  would  appear 
only  on  the  private  ledger. 

Even  if  the  bookkeeper  in  charge  of  the  general  ledger  is  a  man  in  whom  sufficient 
confidence  is  placed  to  admit  of  his  keeping  these  confidential  accounts,  it  is  still 
advisable  to  keep  these  accounts  on  a  private  ledger.  The  general  ledger,  being  in  con- 
stant use,  is  liable  to  be  left  where  others  than  the  bookkeeper  have  access  to  it. 
The  private  ledger,  being  always  locked  except  when  in  actual  use,  is  never  scrutiniz- 
ed except  by  those  authorized  to  do  so. 

(3)  METHOD  OP  KEEPHTG.  When  a  private  ledger  is  in  use,  it  is  necessary  for  the 
cashbook  and  journal  belonging  to  the  general  ledger  set  to  have  debit  and  credit  col- 
umns for  private  ledger  entries.  The  general  ledger  has  an  account  with  the  private 
ledger,  to  which  are  posted  the  totals  of  the  columns  in  the  cashbook  and  journal.  All 
the  keeper  of  the  general  ledger  knows  about  the  private  ledger  accounts  is  what  he  can 
surmise  from  the  entries  that  go  through  his  cashbook  and  journal.  He  may  be  told  to 
draw  a  check  to  the  order  of  the  secretary  for  a  certain  amount,  and  to  charge  it  to 
Private  Ledger  account.  He  does  not  know  what  becomes  of  the  money,  as  the  secretary 
may  disburse  it  through  a  special  bank  account.  In  this  way,  special  bonuses  may  be 
given  to  employees,  a  dividend  may  be  paid,  or  any  other  transaction  may  take  place, 
without  airy  one  knowing  anything  about  it,  except  those  directly  concerned. 

Tttxen  the  books  are  closed,  the  general  bookkeeper  credits  or  debits  the  private 
ledger  with  any  items  on  the  general  ledger  affecting  the  profit  and  loss.  On  the 
private  journal,  all  the  actual  closing  entries  are  made,  including  the  inventory,  de- 
preciation, reserve  for  bad  debts,  etc.  Thus,  no  one  who  does  not  have  access  to  the 
private  ledger,  can  know  what  are  the  results  of  the  year*s  operations. 

As  the  general  ledger  keeps  an  account  with  the  private  ledger,  the  private  led- 
ger must  keep  an  account  with  the  general  ledger.  In  this  account  the  credits  made  by 
the  general  to  the  private  ledger  appear  as  debits  to  the  general  ledger  account, 
while  the  debits  made  by  the  general  ledger  to  the  private  ledger  appear  as  credits  to 
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the  general  ledger  account.  The  private  ledger  balance  on  the  general  ledger  must  al- 
ways be  exactly  the  same  as  the  general  ledger  balance  on  the  private  ledger,  but  in 
reverse.  That  is,  if  the  private  ledger  account  has  a  credit  balance  on  the  general 
ledger,  the  general  ledger  account  must  have  an  equal  debit  balance  on  the  private  led- 
ger. Each  ledger  balances  in  itself.  The  trial  balance  of  each  can  be  taken  separate- 
ly, but  to  get  a  trial  balance  or  balance  sheet  of  the  whole  business,  it  is  necessary 
to  combine  the  two,  eliminating  the  offsetting  balances  of  the  private  ledger  and 
general  ledger  accounts. 

(4)  SUSPENSE  ACCOOTJTS.  A  Suspense  account  is  one  to'which  items  are  debited  or 
credited,  about  whose  final  disposition  there  is  some  doubt.  Cash  shortgages  are  some- 
tines  charged,  and  cash  overages  credited  to  Suspense  account,  to  remain  there  until 
traced.  This  is  using  the  term  suspense  in  its  general  meaning.  It  is  better  to  con- 
fine it  to  its  more  restricted  and  speoific  meaning  of  accounts  and  notes  due  from 
customers,  about  whose  final  payment  there  is  reason  to  be  doubtful.  Other  items 
about  which  there  is  a  doubt  should  be  put  in  accounts  more  definitely  expressing 
their  nature.  Unfound  errors  in  the  cash  should  be  charged  or  credited  to  Cash  Dif- 
ferences, unlocated  errors  in  a  trial  balance  should  appear  in  Adjustment  account,  and 
so  on.  They  will  then  be  always  in  evidence  until  they  are  found  and  corrected.  To 
positively  identify  the  suspense  account  as  representing  doubtful  customers,  it  may  be 
called  Accounts  Receivable-Suspense. 

Many  persons  pride  themselves  on  being  very  conservative,  because  they  promptly 
charge  the  past  due  account  of  a  customer  to  Suspense.  They  think  that  because  they 
have  taken  the  account  out  of  Acoounts  Heoeivable,  they  have  thereby  charged  it  off  as 
an  asset.  In  fact,  they  have  only  changed  its  name.  As  long  as  no  other  entry  is 
made,  the  Suspense  account  remains  Just  as  much  an  asset  as  it  was  while  it  was  still 
in  Accounts  Receivable.  The  only  way  in  which  the  estimated  I033  on  such  accounts  can 
be  expressed  on  the  books,  is  to  charge  Profit  and  Loss  with  it.  If  the  offsetting 
credit  is  made  to  Suspense  account,  that  account  will  be  reduced  and  Its  true  amount 
lost  sight  of.  For  that  reason,  the  credit  should  be  to  Reserve  for  Doubtful  Accounts. 
As  the  Suspense  account  is  the  face  of  the  doubtful  accounts,  and  the  Reserve  is  the 
estimated  loss  on  them,  the  difference  between  the  two  accounts  is  the  amount  that  it 
is  expected  will  be  realised  from  them.  When  final  settlement  of  the  delinquent  ac- 
counts is  made,  this  difference  must  be  adjusted.  If  more  is  collected  than  was  ex- 
pected, Profit  and  Loss  should  be  credited  and  Reserve  charged.  If  less  is  collected, 
Profit  and  Loss  should  be  debited  and  Reserve  credited.  This  will  make  the  Suspense 
account  and  the  Reserve  equal  to  each  other,  and  they  can  be  cancelled  against  each 
other  by  a  journal  entry.  In  order  to  make  this  final  adjustment  there  should  be  a 
separate  Suspense  account  opened  for  the  items  of  each  year. 

The  best  way  to  keep  accounts  in  suspense  is  to  have  a  special  ledger  for  them, 
with  a  controlling  account  on  the  general  ledger.  The  special  ledger  should  be  pro- 
vided with  spaces  on  each  page  for  the  information  concerning  the  account  on  that 
page,  such  as  the  name  of  the  attorney  who  has  the  account  for  collection,  the  date 
and  character  of  the  promises  made  by  the  debtor,  the  name  of  the  assignee,  if  he  has 
made  an  assignment,  and  anything  else  that  bears  upon  the  case.  In  this  way  the  ac- 
count itself  and  all  the  information  in  regard  to  it  are  kept  together  until  it  is 
finally  closed  up. 
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Sometimes  no  suspense  account  is  opened  for  the  delinquent  accounts,  but  a  reserve 
account  is  set  up  to  cover  the  estimated  loss,  by  crediting  Reserve  for  Doubtful  Ac- 
counts and  charging  Profit  and  Loss.  In  this  case,  the  actual  losses  are  charged  to 
the  Reserve  account.  Even  if  an  account  is  thus  charged  off,  it  should  be  kept  track  of 
in  a  memorandum  ledger,  until  it  becomes  certain  that  nothing  can  be  recovered  from  it. 

In  a  balance  sheet  or  other  financial  statement,  the  Suspense  account  should  be    < 
shown  in  an  inside  column,  (3hort)  and  the  Reserve  be  deducted  from  it,  the  net  amount 
being  carried  out  as  the  amount  expected  to  be  realized. 

(5)  EXCHAHGE.  Exchange  is  the  medium  by  which  one  business  center  discharges  its 
debts  to  another.  If  Chicago  ships  grain  to  Hew  York,  Hew  York  should  owe  Chicago  the 
value  of  the  grain.  How  York  could  send  the  currency  to  Chicago  to  pay  for  the  grain, 
but  this  would  be  an  expensive  process,  and  would  take  some  time.  Chicago  therefore 
instructs  Hew  York  to  hold  the  proceeds  of  the  grain  at  the  credit  of  Chicago.  In  the 
meantime,  Chicago  has  been  buying  goods  from  Hew  York,  Boston  or  other  eastern  cities, 
and  instructs  Hew  York  to  pay  for  them  and  charge  the  amounts  to  Chicago's  account. 
This  is  the  essence  of  domestic  exchange.  The  actual  transactions  are  carried  on  by 
means  of  drafts  sold  to  or  purchased  from  the  banks,  which  act  as  the  agents  of  the 
shippers  of  grain  and  other  products  shipped  to  the  East,  and  of  the  merchants  in  the 
West  who  wish  to  pay  their  debts  to  the  East.  As  Hew  York  acts  as  the  exchange  point 
for  all  the  United  States,  other  cities  act  as  exchange  points  for  their  own  particular 
sections.  In  this  way  the  debts  of  different  parts  of  the  country  are  settled  by  be- 
ing virtually  offset  against  each  other.  As  the  grain  dealer  in  Chicago  could  not 
directly  offset  the  value  of  his  grain  against  the  value  of  a  shipment  of  dry  goods 
from  a  Hew  York  wholesale  house  to  a  Chicago  retailer,  the  banks  must  step  in  to  act 

as  the  medium  through  which  the  offset  can  be  made.  The  bank  buys  the  draft  of  the 
grain  shipper  on  the  Hew  York  grain  dealer,  and  then  sells  the  Chicago  retailer  a 
draft  on  its  Hew  York  depositary  with  which  the  retailor  can  pay  the  wholesale  dry 
goods  house  in  Hew  York.  The  difference  between  the  rate  it  pays  the  grain  dealer  and 
that  which  it  charges  the  retailer  is  the  profit  the  bank  makes  on  the  exchange  trans- 
action. This  profit  the  bank  credits  to  its  Exchange  account. 

The  banks  also  act  as  agents  for  the  collection  of  local  checks.  If  a  merchant 
in  Jackson,  llissispippi  wishes  to  pay  a  debt  due  to  a  wholesaler  in  Hew  Orleans,  he 
may  go  to  the  bank  in  Jackson  and  buy  a  draft  on  a  Hew  Orleans  bank,  or  he  may  send 
his  own  chock  on  the  Jackson  bank  to  the  wholesaler.  The  latter  must  sell  this  check 
to  his  Hew  Orleans  bank,  which  charges  him  exchange  for  the  accommodation.  The  Hew 
Orleans  bank  must  send  the  check  to  its  Jackson  correspondent.  As  the  Jackson  bank 
sends  its  Hew  Orleans  checks  and  drafts  to  the  Hew  Orleans  bank,  the  transactions  back 
and  forth  offset  each  other.   It  is  only  when  the  supply  of  checks  and  drafts  going 
one  way  is  much  greater  than  that  going  the  other,  that  one  bank  is  obliged  to  ship 
currency  to  the  other  to  restore  the  balance.  As  a  rule,  the  reciprocal  business  just 
about  cancels  itself,  so  that  only  a  comparatively  small  amount  of  actual  money  is 
ever  needed. 

(6)  PdREIGrH  EKCHAHGE.  When  the  two  business  centers  thus  exchanging  checks  and 
drafts  are  in  different  countries,  the  drafts  back  and  forth  are  called  foreign  Ex- 
change. The  situation  is  then  complicated  by  the  difference  in  the  money  standards 

in  the  two  countries.  If  a  How  York  dealer  in  grain  or  cotton  sells  to  a  London  house, 
he  would  draw  a  draft  on.  the  London  house  for  a  certain  number  of  pounds  sterling. 
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The  <Wew  York  bank  that  buys  the  draft  from  him  would  pay  him  in  American  money  at  an 
agreed  rate  per  pound.  The  New  York  hank  must  necessarily  keep  its  accounts  in  Ameri- 
can money,  hut  it  must  also  keep  the  account  with  the  London  hank  in  sterling  values. 
R>r  this  reason,  a  foreign  exchange  account  is  kept  in  two  columns  on  each  side  of  the 
ledger.  The  London  hank  is  charged  on  the  debit  side  with  the  sterling  values  in  the 
inside  column  and  with  the  currency  values  in  the  outside  column,  and  is  credited  with 
sterling  values  in  the  inside  column  of  the  credit  side  and  with  currency  values  in  the 
outside  column.  The  outside,  or  currency  columns  are  the  only  ones  that  enter  into 
the  balance  of  the  ledger.  The  inside  columns  represent  the  account  as  it  appears  on 
the  books  of  the  London  bank,  and  are  used  to  show  the  balance  in  sterling.  As  the 
Hew  York  bank  buys  the  sterling  drafts  at  one  rate  and  sells  them  at  another,  the  cur- 
rency'balance  does  not  represent  the  true  value  of  the  account.  It  is  the  same  as  a 
Merchandise  account  which  is  debited  with  purchases  and  credited  with  sales.  The  ster- 
ling balance  is  always  the  inventory,  being  the  amount  of  pounds,  shillings  and  pence 
due  from  the  London  bank.  At  the  end  of  each  month,  this  balance  is  valued  at  the  buy- 
ing, or  cost,  value  of  sterling,  and  an  entry  is  made  in  the  currency  column  only, 
bringing  the  currency  balance  to  the  value  of  the  sterling  balance.  The  corresponding 
amount  is  credited  Or  debited  to  Exchange,  according  to  whether  the  adjusting  entry 
shows  a  profit  or  loss  on  the  sterling  transactions  of  the  month. 

Drafts  on  Great  Britain  are  drawn  in  sterling,  or  pounds  and  fractions,  the  value 
being  expressed  in  a  certain  number  of  dollars  and  cents  to  the  pound.  Drafts  on  Ger- 
many are  drawn  in  marks,  on  Prance  in  francs,  and  on  Italy  in  lire,  the  value  being 
expressed  as  a  certain  number  of  marks,  francs  or  lire  to  the  dollar. 

(7)  PAR  OP  EXCHANGE.  Foreign  Exchange  is  at  par  when  the  value  of  a  draft  on  a 
foreign  country  is  the  same  as  the  mint  value  of  an  ecjuivalent  amount  of  the  gold  coin 
of  that  country.  The  mint  value  of  an  English  pound,  or  sovereign,  is  about  $4.87 
($4.8665)  in  American  gold.  The  value  of  a  mark  is  24  cents  and  of  a  franc  or  lira  is 
19  cents.  Some  banks,  especially  in  Canada,  keep  their  foreign  exchange  accounts  at 
par  in  both  currencies.  To  do  this  it  is  necessary  to  make  an  adjusting  entry  for  each 
transaction,  crediting  or  debiting  Profit  and  Loss  (Exchange  account)  with  the  differ- 
ence between  the  actual  amount  paid  or  received  and  the  par  value  of  the  draft  bought 
or  sold.  Thus,  if  a  draft  for  1,000  pounds  is  bought  at  4.88,  the  sterling  column 
would  be  charged  1,000  pounds,  and  the  currency  column  $4,866.50.  The  difference  be- 
tween the  latter  amount  and  the  $4,880.00  actually  paid,  or  $13.50  is  charged  to  Ex- 
change. If  a  draft  for  100  pounds  is  sold  at  4.90,  the  sterling  column  is  credited  100 
pounds,  the  currency  column  $486.65  and  Exchange  is  credited  with  $3.35.  To  avoid  mak- 
ing an  entry  to  Exchange  for  every  transaction,  the  purchase  and  sales  registers,  in 
which  the  drafts  bought  and  sold  are  recorded,  are  provided  with  columns  for  the  ex- 
change, only  the  totals  being  posted  at  the  end  of  the  month. 

The  word  Exchange  is  used  to  designate  both  the  draft  itself  and  the  profit  or 
Iosb  on  the  transactions  of  buying  and  selling  the  draft.  A  bank  in  Chicago  buys  and 
sells  exchange  on  New  York,  London  or  Berlin.  The  amount  it  makes  or  loses  on  these 
transactions  is  credited  or  debited  to  its  Exchange  account.  This.. distinct ion  must  be 
kept  in  mind  to  avoid  confusion. 


Copyright,  1912,  Charles  H.  Langer 


.*  «  TC 


s  *a  x9itca  rasoXi 

oa  a*x 


U3IMO( 


•  BC 

erf* 


iie*8  erf*  xf*Xw  sfiia  *ideX>  erf* 


t  ttxjiX*  erf*  e^otf  *«rf*  afitatf  :ft:oY  weTPex 
stf  3h  orfT     .bxssoq  ieq  e*ai  Xeei; 

)s  ex:  osle  *e.rjM  *i  *xrtf  jzotioa  m 

asletCi  js  fxioBflei 


>eio  ax  fias  ,i 


Bexrlar 

>  ^onei-: 
;Xoo  efij 
bor 


•eelae  dibs  beiiboii 

!    B3XTXI 


irfo  bx  3frwrf  noXjrtoJ  exfT     .10 

lw  Xuie  nntnXoo  eXuaxtX 

>  efjxafii  erfi  xix  eex/Ixw  soXXie*« 

;o  erfT     .xmcrXoo  eXtXB*xro 

»xfT     .iot>£oI  ex{*  to  eoxtclru  exf* 

■zd  aoX 

9*3  erf*  8\^rrf  atari  afioY 
a;  eooX 


-vxii  erf*  e^ 
•aCncc 

.iftilieJ 


to  it  en 


:e  3ftX*ei/t.Xis 


BirX^V  Brf*    ter  ,tb  BXfcr 

-leS  .to  b*1tjb«i<I  J  B*neo  line 

erf  errXer  exl*  tetiX  5:is  ,e 

riXXoli  erf*  0*  ei.i 
&  xxo  *l£t&  «  lo  eirXxnr  exf*  crexte 
xiXoo  b'  trome  *i. 

Y8.*$  *i?OrfjB   ai 
bX  xsiXX  10  oxtsTft  /$  to  box  viae? 

*e  e*n»ooojB  esrtfixfoxe  xsgrei. 
fJojee  lot  ^r*xie  yxltuxibc  n&  e 
xilX)  exi*  rf*iw  (*xttrooo£ 

>i/o<r  *ixii/ 

•Xoo  3niXte*B  erf*  ,88.*  *£  *x^u  :basn 

,*$  Xflf  rifl© 


XXWBXb 


eox- . 

'deb  to  botib&ir 
erf*  no  bboX  ico  *Xtoiq  &  e 
«*xifi  *«eiO  rro  8*t£i(I 
n  xrxstoes*  a  xtX  Xeeeeigxe  grrXerf 
..-an  at  amrb  eifi  ya&m 


•-•!■-.•  A' 


■ 


>irXuv 

Cog  rteoXiexaA,  xtX  (3338,*$) 
,83£ftcrf  oflroS     .a*xrei 
oT     .  aexoxxein-v 
•eX  to  3ni*i&oio  ,£ 

s  lexr*0£s  erf*  neew*eo*  eon© 
lot  *teifc  a  ti  ,BixrXT     .X>Xoe 
011  ,X  fcegierfo  erf  J&Xxrow 

5xtn  *ruforao  toii&I  erf*  xt? 
!    ftcih  &  II      - 
eio  ei  ejv.-;cxiox3  £u  jocoiij^)  exf* 

ioq  erf*  tco  ci*  1510 vo  io"i  ?  0*  icivxte  xtc 

JbeXivoiq  1  eis  Mos  baa  *r^tro<f  b*1ciX>  eri 

;  aXc*o*  erf*  \jXxto  ,030; 
-xc  Jxtoiri  erf*  iixic  *S:X03*X  ftsxb  erf*  xCucf  e*£xr3X8ei>  o*  fioer  aX  esoKxfo^C.  Xnow  erfS 
Xvta  BTjuc-  SttlXXeB  Xcx?  sriXxHrf  lo  extoX*oxjBxiBio 

ear  10  ae^cct  *X  *rtrrcxac.  .rxXiofi  .  .rfroY  wo5I  xxo  egncrfoxe  ellea 

e<f  eaxuxrlosfl:  a*X  o*  fie*Xci©JJ  10  .f)e*ixJeio  aX  axtoi*o. 

.':bxjT:xioo  blovs  0*  xktXxxx  ai,  tq&L 


-erf  eoKeie" 

-sS  ot  ijogtarfo  aX 

XBeio  ai  xtrktX* 

'&a  blora  0? 

I  xl*Xw  X 

ttX  ,Bie*8lnor  eeXi 

-ere  ex£*  lot  e 

-.  -j     ft^  I  -jy 

*v 


/Jfei- 


PROBLEM  1TO.  10. 

A  dispute  arises  "between  two  Partners  carrying  on  a  Rotail  business  under 
the  name  of  Levy  &  Mayer  and  you  are  called  in  to  adjust  the  accounts  between  them, 
when  you  find  the  following  conditions: 

(a)  The  "books  have  been  kept  on  single  entry  and  it  is  impracticable  to  go 
over  the  accounts  in  sufficient  detail  to  complete  the  double  entry. 

(b)  It  is  three  years  since  the  firm  has  had  an  accounting,  when  a  Balance 
Sheet  was  prepared  (copy  of  which  is  handed  to  you)  and  contains  the  following: 

BALANCE  SHEET,  DECEMBER  31,  1906. 


ASSESS 


LIABILITIES 


Store  Fixtures 
Leasehold  (5  years  to  run) 
Merchandise  on  Hand 
Customers •  Accounts 
Cash  on  Hand  and  in  Bank 
Prepaid  Expenses 


#15,000.00 

5,000.00 

35,000.00 

10,000.00 

12,500.00 

2,500.00 

$30,000.00 


Accounts  Payable  #15,000.00 
A. B. Levy-Special  Loan  20,000.00 
A.B.Levy-Capital  Account  30,000.00 
W.K.Mayer   »      ■    15,000.00 


000,000.00 


(c)  You  are  informed  that  Mr.  Levy's  Loan  bears  interest  at  &%  per  annum  and 
that  the  Capital  Accounts  are  to  be  credited  with  interest  at  5%     Also  that  Mr. 
Mayer,  who  had  active  charge  of  the  business,  is  to  recoive,  in  lieu  of  other 
salary,  20$  of  the  Profits,  after  allowing  for  interest  on  Partner's  capital,  the 
remaining  00$  of  the  Profits  to  be  divided  between  the  Partners  in  proportion  to 
the  Capital  originally  contributed. 

(d)  The  Inventory  as  taken  as  at  December  31,  1911,  was  as  follows: 


Merchandise — 

Good  Condition  #50,000.00 

Old  Styles  and  Partly  Soiled  7,500.00 

Obsolete  and  Useless  1,500.00 


#59,000.00 


Customers*  Accounts 
Good 
Doubtful 

Bad 
Accounts  Payable 


12,500.00 
2,500.00 
1,000.00 


116,000.00 
$17,500.00 


You  al3o  found  that  on  June  30,  1910,  Mr.  A.  B.  Levy's  Special  Loan  had  been 
repaid  v/ith  interest  and  that  a  5%  Loan  had  been  obtained  from  the  Bank  for 
♦10,000.00,  and  that  the  Cash  in  Bank  and  on  JIand  at  December  31,  1911,  was 
$15,000.00,  while  the  Bank  Interest  Prepaid  was  #250.00,  and  Insurance  Premiums 
Prepaid  amounted  to  $3,000.00.  The  Partners'  Drawings  were  found  to  be  as  follows: 
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A.  B.  Levy     V.   K.  Mayer 
In  1909  $12,000.00     $16,000.00 

In  1910  15,000,00      15,000.00 

In  1911  10,000.00      20,000.00 

$45,000.00     $51,000.00 
After  consultation  with  the  Partners  it  was  agreed  to  write  50$  off  the  value 
of  the  "Old  Style  and  Partly  Soiled"  goods  and  off  the  Doubtful  Accounts  Receivable 
and  to  consider  tho  Bad  Accounts  and  obsolete  and  useless  material  to  he  of  no  value. 
You  are  required  to  draw  up  tho  following: 

(1)  A  statement  showing  how  you  arrive  at  the  Profit  and  Loss  for 
the  three  years,  showing  also  the  disposition  thereof. 

(2)  The  Partners'  Accounts. 

(3)  A  Balance  Shoot  at  December  31,  1911,  after  making  the  necessary 
adjustment  of  the  accounts. 
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ANSWERS  TO  QUIZ  QUESTIONS. , 

Answer  to  Question  No.  31. 

The  interest  on  the  $10,000  for  four  months  at  six  per  cent  amounts  to  -$200.  As 
the  interest  wa3  deducted  from  tho  note,  and  credit  given  by  the  hank  for  only  §9,800, 
it  is  equivalent  to  paying  the  interest  in  advance.  Since  the  note  has  still  two 
months  to  run  after  December  31,  the  fiscal  period  beginning  January  1  has  the  use  of 
the  money  for  two  months,  and  should  bear  the  interest  charge  for  that  time,  which  is 
$100.  The  general  principle  is  that  the  period  which  receives  tho  benefit  should  pay 
its  proportion  of  its  cost. 

The  journal  entry  to  give  effect  to  the  above  would  be: 

Interest  Paid  in  Advance,  or  Deferred  Charges  to  Operating    0100 

Interest  $100 

Answer  to  Question  No.  32. 

These  items  of  expenditure  should  be  charged  to  Organization  Expense.   If  the   N 
total  is  not  large,  it  can  be  charged  against  the  profits  of  the  first  year,  other- 
wise it  should  be  treated  as  a  deferred  charge,  of  which  a  proportionate  amount  should 
bo  charged  to  Profit  and  Loss  each  year,  for  a  series  of  years.  Since  the  benefit  of 
the  expense  is  enjoyed  by  tho  subsequent  years,  they  should  bear  their  portion  of  it, 
and  not  burden  the  first  year  alone  with  it. 
Answer  to  Question  Ho.  33. 

The  values  should  bo  kept  separate,  for  tho  reason  that  the  land,  as  far  as  its 
use  for  the  business  is  concerned,  does  not  lessen  in  value,  while  tho  buildings  de- 
prociate  in  value  from  wear  and  tear.  Unless  tho  value  of  the  buildings  is  stated 
separately,  there  is  no  basis  on  the  books  for  tho  calculation  of  the  depreciation. 
As  the  buildings  are  insured  and  the  land  is  not,  it  is  necessary  to  know  the  value 
of  the  buildings  as  a  guide  to  the  amount  of  insurance  to  carry. 
Answer  to  Question  No.  34. 

The  object  of  crediting  interest  on  partners'  capital  is  to  equalize  the  profits 
in  proportion  to  the  capital  invested.   It  really  means  that  tho  profits  are  divided 
in  two  different  ratios,  first  in  proportion  to  the  capitals,  up  to  the  agreed  rate, 
and  then  equally  for  the  balance.  Therefore  the  interest  credited  is  in  the  nature 
of  a  disposition  of  profit,  and  should  be  shown  dn  the  table  of  Disposition  of  Profits 
and  charged  direct  to  Profit  and  Loss,  like  the  balance  of  the  profit  distributed. 
Answer  to  Question  No.  35. 

It  would  make  no  difference  in  the  result  as  to  the  total  credit  to  the  partners 
of  interest  and  profits.  Tho  treatment  of  the  interest  in  tho  Revenue  Account  may  be 
to  charge  it  to  Interest  in  the  Profit  and  Loss  table,  sinco  the  excess  capital  may  be 
considered  in  the  nature  of  a  loan  to  tho  business.  It  may,  howevor,  be  looked  upon 
as  part  of  the  Distribution  of  Profits,  the  partners  contributing  the  e:cce33  being 
preferred  to  that  extent. 
Answer  to  Question  No.  36. 

An  expenditure  is  paying,  or  engaging  to  pay,  money  for  something,  which  may  be 
an  asset,  an  expense,  or  the  liquidation  of  a  liability.  The  term  expense  is  limit- 
ed to  those  expenditures  which  are  part  of  the  cost  of  carrying  on  the  operations 
of  a  business. 


Copyright,  1912,  Charles  H.  Longer 


■i 


llttelb  ii 

taq  oitt  o*  *L' 
erf  \rxvn  *r:: 

Ic*iqBo  el 
osolooi"  ocf  ti< 
gruou  ceeojro  erf 


■ 

ex  OEtfoqxo  nrxe*  orf3 


*bc  3(f  r 


r  xrx  riesc© 


i*Beuf 
*eo*xo*xti  exiT 
■rt  f>e*ofjf>ei)  ecvr  *eeie*rr.t  e 

d*  *rt9£svl-xrp9  el  *i 
e*l£  tan  o*  zdii 
•  ow*  *iol  Ajsn 

lo  noloio<icn:q  8*1 

xe*xxl 
*ao,ie*xtI 

0   .0*   10\VEff& 

'lo  Exae*i  eeerfT 
>xr  el  li 
etf  hLsjode  *I  eslw 
OlS  o*  b&s 

I  eexreqxo  erf* 
f.  xieJri  Ease 

ecP  o 
Ixrorfe  eo;..\[.cv  a 
ieccieof.oD  ei  eeociEXxcf  erf*  aol  eejy 

fit  Q*jsjtoo?c[ 
r  9-xer 
iific  teiipini;  eia  esrtxMxxjtf  erf*  aA 
a£  83filI)Iiircf  erf*  lo 
,£S  .oft  X£ol*Eexjf  o*  lewarcA. 
i  i  iftoio  lo  Soottfo  erfT 
ii  ?I     .f>e*8evrri  rf*  o*  ftoi**io 

o*  flol*iocro'fq  xii.  *biX1    ,i  trtoTellxx? 

:icd  e.  ^Xlxii/pe  xioitt  fcnc 

htvs  f3t1oiq  lo  xrox*xEoqBlJb  a  lo 

erf  J-  e:  orlb  bo^tcdo  fine 

•  Oil  XI0X*80X#    o«    lOT.TjnA 

eortoie  o  9^om  .fcXirow  JI 

orC     .8*naxq  itftc  *eeiQ*; 

vo-xodxil  o*  *i  e^iarfo  o* 
m  erf*  xi  £  boir 
erf*  ,B;fxloT*I  to  aoi*xrtfii*8ltt'  e  ■  bb 

.tfxte*xe  *arf*   oi  fieitelercq 
,ar  ;ol*8afl$  o*  lewsxiA 

re  to  ,snt\>r>  i  bx  e-untifjctoqze  cA 

ex{*  io  ,e  ac  t*ese£  xie 

lo  *20o  o,  ee'ur?  ce  eeorf*  o*  bo 

.BBonxEwd  c  lo 


&s  *Xxreoi 
ertt  lo 
telc 
M     .fvoxiiexref  ori 


aaXtarfO   ,SXei  ,*ifel-' 


.Answer  to  Question  No.  37. 

Treasury  stock  is  such  stock  as  has  once  been  issued  and  fully  paid  for,  and 
which  has  since  been  donated  to,  or  purchased  by,  the  company.  Stock  which  has  not 
been  subscribed  for  or  issued  is  not  Treasury  Stock,  but  Unsubscribed  or  Unissued 
Stock. 
Answer  to  Question  No.  38. 

The  error  would  have  the  effect  of  overstating  the  profits  of  the  previous  year, 
and  of  understating  the  profits  of  the  current  year.  If  tho  inventory  of  the  previous 
year  is  still  carried  on  tho  books,  tho  entry  would  be  to  credit  the  Inventory  ac- 
count and  debit  Surplus  $10,000,  before  the  closing  entries  of  the  current  year  are 
made.   If  the  inventory  has  been  charged  back  to  Purchase  account,  the  credit  would 
bo  to  Purchase  account.  The  Statement  of  the  Surplus  account  must  begin  with  tho 
corrected  balance  of  Surplus,  a  notation  of  the  correction  being  made,  to  explain 
why  it  differs  from  tho  balance  shown  at  tho  close  of  the  previous  year. 
Answer  to  Quostion  No.  39. 
Stock  Subscriptions 
Unsubscribed  Stock 
Capital  Stock 
To  placo  authorized  capital  on  tlie  books,  and  to  show 
amount  subscribed 
.  Plant  &  Sundry  As sot 3 

Stock  Subscriptions 
To  record  purchase  from  A.  Soe  minutes,  etc. 
Cash  from  Subscribers 

Stock  Subscriptions 
Stock  Subscription  Notes,  detailed 
Stock  Subscription 


200,000 
50,000 


150,000 

10,000 
15,000 


250,000 

150,000 

10,000 
15,000 


BALANCE  SHEET,  (BATE) 


ASSETS. 

LIABILITIES. 

Plant  £  Sundry  Assets 

150,000 

Capital  Stock 

250,000 

Stock  Subscription  Notes 

15,000 

Unsubscribed  Stock 

50,000 

Cash 

10.000 

200,000 

Unpaid  Subscription 

25,000 

175,000 

175,000 

175,000 

Answer  to  Question  No.  40. 

The  accounts  should  be  arranged  in  three  main  divisions,  General  accounts,  Ac- 
counts Receivable,  and  Accounts  Payable.  The  general  accounts  should  appear  in  the 
order  in  which  they  occur  in  the  Balance  Sheet  and  the  Profit  and  Loss  account  re- 
spectively. 
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CHAPTER  38. 
SPECIAL  TOPICS^ 

(1)  RECEIPTS  AND  DISBURSEMENTS.  A  groat  many  business  men  place  an  -undue  import- 
ance on  a  statement  of  cash  receipts  and  disbursements.  They  often  rely  on  such  a 
statement  for  information  in  regard  to  the  operating  conditions  of  their  business.  Their 
principal  concern  is  to  know  how  much  actual  money  they  have  received,  how  it  has  been 
expended,  and  how  much  is  left  on  hand.  This  is  especially  true  of  the  boards  of  di- 
rectors of  clubs  and  fraternal  organizations,  and  of  the  financial  officers  of  cities 
and  other  municipalities.  Until  very  recently,  it  was  also  true  of  the  managers  of  in- 
surance companies. 

A  statement  of  receipts  and  disbursements  for  a  given  period  starts  with  the  bal- 
ance of  cash  on  hand  at  the  beginning  of  the  period.  To  this  is  added  a  summary  of  the 
cash  received  during  the  period,  classified  according  to  the  different  sources  from 
which  the  cash  was  derived.  Prom  this  total  the  cash  disbursed  during  the  period  is  de- 
ducted, the  result  being  the  cash  on  hand  at  the  end  of  the  period.  The  disbursements 
are  classified  more  or  less  in  detail,  to  meet  the  ideas  of  those  for  whom  the  state- 
ment is  prepared,  if  sufficient  detail  accounts  are  kept  on  the  books  to  make  this 
possible. 

The  reliance  on  a  statement  of  the  receipts  and  disbursements  is  a  survival  from 
the  time  when  business  was  conducted  on  a  strictly  cash  basis.  For  this  reason  it  is 
largely  characteristic  of  those  who  originally  began  business  in  a  very  small  way.  If 
no  credit  is  given  or  taken  by  a  business,  the  cash  receipts  from  sales  are  necessarily 
all  the  sales,  and  the  cash  payments  for  merchandise  are  all  the  purchases.  In  the 
same  way,  the  cash  payments  for  the  various  classes  of  expenses  would  represent  all  the 
expenses  of  the  business.  At  the  end  of  the  period,  the  increase  in  the  inventory  of 
goods  and  other  assets,  and  of  the  cash  over  the  amount  held  at  the  beginning  of  the 
period  would  be  the  measure  of  the  profit  made.  The  habit  of  relying  on  such  a  state- 
ment of  the  cash  became  so  fixed  that  it  was  difficult  to  realize  that  it  was  not  of 
any  value,  when  the  element  of  credit  was  introduced.  Since  the  cash  receipts  from 
customers  would  then  represent  some  sales  that  were  made  in  the  previous  period,  and 
would  not  include  those  sales  made  during  the  period  that  had  not  been  paid  for,  the 
amount  of  cash  received  would  have  no  necessary  connection  with  the  actual  sales  of  the 
period.  For  a  similar  reason  the  money  paid  to  those  from  when  goods  were  purchased 
would  be  no  indication  of  the  actual  purchases  made.  Unless  all  the  expenses  were  paid 
in  cash,  the  same  uncertainty  would  exist  in  regard  to  the  actual  expense  of  conducting 
the  business. 

Another  objection  to  the  statement  of  receipts  and  disbursements  is  that  in  it  no 
discrimination  is  made  "between  capital  and  revenue  expenditures.  Large  purchases  of 
new  machinery  would  deplete  the  cash  balance,  but  would  not  affect  the  profit  and  loss 
account  of  the  "business. 

Because  no  account  is  taken  of  any  transactions  originating  prior  to  the  period 
or  which  are  settled  subsequent  to  it,  and  because  no  discrimination  is  made  "between 
capital  and  revenue  expenditures,  a  statement  of  cash  receipts  and  disbursements  shows 
nothing,  except  the  amount  of  cash  that  has  been  received  and  the  disposition  that  has 
been  made  of  it. 
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(2)  INCOME  AND  EXPENSE.  The  proper,  statement  to  make,  so  as  to  arrive  at  the 
true  results  of  the  operation  of  a  business,  is  a  statement  of  income  and  expense. 
This  statement  will  include  not  only  the  income,  revenue,  or  profits  which  have  been 
actually  realized  in  cash,  "but  also  such  as  is  represented  by  other  assets,  such  as  ac- 
counts receivable,  or  which  are  only  accrued  but  not  yet  due,  such  as  the  accrued  in- 
terest on  bonds  owned  by  the  business.  It  will  also  include  not  only  the  purchases  and 
expenses  which  have  been  paid  for  in  cash,  but  also  those  which  have  been  incurred  and 
are  still  due  to  creditors,  and  those  which  are  only  accrued  but  not  due,  such  as  the 
interest  accrued  on  a  demand  note  payable.  It  therefore  takes  into  account  all  the 
items  of  profit  or  loss  which  belong  to  the  particular  period  for  which  the  statement 
is  made,  and  none  of  those  which  belong  to  any  other  period,  either  previous  or  subse- 
quent to  it. 

For  these  reasons  a  statement  of  income  and  expense  is  the  only  correct  method  of 
ascertaining  the  profit  or  loss  of  a  business  for  any  given  period,  while  a  statement 
of  receipts  and  disbursements  is  of  no  value  in  determining  the  profit  or  loss. 

(3)  VOUCHERS.  A  voucher  is  a  document  which  certifies  or  vorifies  the  correct- 
ness of  charges  for  values  paid  out  or  parted  with,  or  of  credits  for  value  received. 

The  ordinary  Idea  of  a  voucher  is  that  of  a  formal  receipt  for  money  paid  out. 
While  it  is  essential  that  all  money  paid  out  should  be  evidenced  by  some  sort  of  docu- 
ment showing  not  only  the  receipt  of  the  person  to  whom  the  money  is  paid^  but  also  the 
authority  of  the  person  who  is  qualified  to  approve  the  payment,  it  is  often  equally 
important  that  some  evidence  should  be  on  file,  showing  the  amount  and  source  of  money 
received  by  the  business.  This  kind  of  a  voucher  is  a  difficult  one  to  provide.  Any 
irregularity  in  recording  the  receipt  of  money  would  naturally  consist  in  an  omission 
of  one  or  more  items.  Prom  the  very  nature  of  things  an  omission  would  leave  no  trace 
behind  it.  It  is  often  suggested  that  a  receipt  should  be  issued  for  all  money  taken 
in,  and  that  a  copy  of  the  receipt  should  be  kept  on  file.  The  difficulty  is  to  en- 
sure that  the  copy  shall  be  the  same  as  the  receipt  itself.  If  it  consists  of  a  stub 
in  a  receipt  book,  there  is  nothing  to  prevent  a  person  from  making  out  a  receipt  for 
one  amount  and  filling  up  the  stub  with  an  entirely  different  amount.  If  a  carbon  copy 
of  the  receipt  is  supposed  to  be  made,  it  is  a  very  simple  expedient  to  place  a  card 
over  the  carbon  when  the  receipt  is  written,  and  then  to  write  another  receipt  on  a 
dummy  blank,  which  will  make  a  carbon  copy  of  an  amount  entirely  different  from  the 
amount  in  the  original  receipt.  No  dependence  can  be  placed  on  any  copy,  if  it  is  made 
by  the  same  person  who  receives  the  money.  The  only  safeguard  that  has  any  value  is  a 
system  by  xtfiieh  the  receipt  is  issued  by  a  different  person  from  the  one  who  receives 
the  money,  or  if  no  receipt  at  all  is  issued,  that  two  different  persons  shall  make  in- 
dependent records  of  all  incoming  cash,  as  has  been  already  indicated,  in  treating  of 
the  subject  of  safeguarding  cash  receipts. 

Vouchers  for  payments  may  be  of  many  forms.  The  essential  point  about  them  all 
is  that  they  shall  be  evidences  that  the  money  was  actually  paid  to  the  proper  person. 
The  simplest  form  is  the  ordinary  receipted  bill  or  statement  of  the  party  to  whom  the 
payment  is  made.  A  more  elaborate  form,  and  the  one  to  which  the  name  voucher  is  usual- 
ly applied,  is  a  blank  which  states  the  account  which  is  being  paid,  more  or  less  in 
detail,  with  a  receipt  attached  which  is  to  be  signed  and  returned.  1!h.B  weakness  of 
both  the  ordinary  receipt  and  the  formal  voucher  is  that  there  is  no  evidence  that  the 
signature  to  the  receipt  is  genuine.  When  the  payment  is  made  by  check,  the  check 
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should  "be  attached  to  the  receipt  or  voucher,  in  order  to  prove  that  the  payment  was 
actually  made  to  the  person  whose  signature,  or  the  signature  of  whose  representative, 
appears  on  the  receipt. 

An  objection  to  the  payment  of  accounts  by  means  of  a  formal  voucher  and  an  inde- 
pendent check,  is  that  the  payee  may  neglect  to  receipt  and  return  the  voucher.  This 
often  necessitates  correspondence,  and  always  makes  necessary  the  keeping  track  of  the 
vouchers  sent  out  and  the  checking  of  them  off  when  they  are  returned.  To  avoid  the 
necessity  of  watching  the  vouchers  issued  until  they  are  returned,  the  device  of  the 
voucher-check  has  "been  very  generally  adopted. 

(4)  JOURHAIi  VOUCHERS.  Many  bookkeepers  think  that  a  journal  entry  has  no  bearing 
on  the  cash  account  and,  therefore,  that  such  an  entry  can  be  made  without  any  formal 
authority  for  it  "being  placed  on  file.  While  this  is  true  of  a  very  large  number  of 
journal  entries,  which  are  purely  routine  in  character,  it  is  "by  no  means  true  of  all. 
A  journal  debit  may  he  made  to  take  the  place  of  cash  received.  If  goods  are  sold 
f.  o.  b.  destination,  it  is  frequently  the  case  that  the  customer  pays  the  freight  and 
charges  it  back  to  the  shipper.  The  shipper1  s  bookkeeper  then  charges  Freight  account 
and  credits  the  customer  by  a  journal  entry.  If  there  is  no  supervision  over  his 
journal  entries,  it  would  be  easily  possible  for  him  to  increase  the  debit  to  Freight 
account  and  make  the  increase,  in  the  credit  to  the  customer  take  the  place  of  money 
sent  in  by  him.  In  the  coal  business,  where  freight  is  a  large  part  of  the  cost  of  the 
goods,  there  is  especial  need  for  guarding  against  this  species  of  manipulation.  Other 
opportunities  for  this  kind  of  wrongful  use  of  the  journal  entry  occur  when  returned 
sales,  rebates  and  allowances  and  other  non-cash  credits  are  made  to  customers  on  the 
journal. 

In  addition  to  journal  entries  which  may  affect  the  cash,  there  are  many  that  af- 
fect persons.  Charges  may  be  made  to  a  person*s  account,  for  which  his  consent  may 
have  been  obtained  at  the  time,  but  only  by  a  verbal  authorisation  of  the  entry.  Some 
time  after,  perhaps  one  or  more  years,  the  person  whose  account  is  thus  unfavorably  af- 
fected, may  have  forgotten  the  details  of  the  transaction,  and  may  deny  that  he  ever 
authorized  the  entry,  thus  raising  a  question  of  veracity  between  him  and  the  book- 
keeper. 

For  these  and  similar  reasons,  it  is  often  fully  as  important  to  have  a  voucher 
for  a  journal  entry  as  to  have  one  for  a  cash  disbursement.  Since  there  is  no  way  of 
telling  what  items  may,  in  the  future,  be  a  matter  of  dispute,  the  best  plan  is  to 
have  a  voucher  for  every  journal  entry,  even  for  those  which  are  purely  formal  in 
character.  Journal  vouchers  should  be  numbered  consecutively,  and  should  be  approved 
by  some  properly  authorized  person.  When  such  vouchers  are  not  in  use,  the  bookkeeper 
is  very  unwise  who  makes  an  important  journal  entry  unless  the  person  adversely  affect- 
ed, or  some  other  person  authorized  to  order  the  making  of  the  entry,  signs  his  name, 
or  at  least  places  his  initials,  under  the  entry. 

(5}  NUMBERED  ACCOUHTS.  In  a  business  in  which  it  is  necessary  to  keep  account  of 
a  very  large  number  of  different  elements,  the  number  of  general  ledger  accounts  is 
multiplied  to  such  an  extent  that  the  ledger  becomes  cumbersome,  and  the  labor  of  tak- 
ing off  a  trial  balance,  or  of  finding  errors  in  it,  is  greatly  increased.  To  simplify 
the  work,  and  yet  to  carry  any  desired  number  of  subdivided  accounts,  recourse  is  had 
to  a  system  of  keeping  the  detailed  accounts  by  numbers,  and  of  carrying  on  the  general 
ledger  one  account  for  each  large  group  of  the  detailed  accounts.  Each  of  these  general 
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ledger  accounts  is  represented  on  the  books  of  original  entry  by  a  column,  the  total 
of  which  is  posted  to  the  general  ledger.  The  detail  of  the  items  in  the  column  is 
indicated  by  a  number  in  the  folio  column,  each  number  representing  a  subdivision  of 
the  general  ledger  account.  A  distribution  book  is  provided  containing  nothing  but 
amount  columns.  Bach  column  is  headed  with  a  number,  and  to  it  are  posted  all  the 
items  indicated  by  that  number  in  the  books  of  original  entry.  The  general  ledger  can 
be  balanced,  without  regard  to  the  details  on  the  distribution  book,  and  then  each 
group  of  distribution  accounts  can  be  separately  balanced  to  the  account  representing 
it  on  the  general  ledger,  which  is  in  reality  a  controlling  account,  as  we  have  already 
indicated,  in  treating  of  Controlling  accounts. 

An  illustration  will  make  this  Important  subject  clear.  In  a  lumber  company,  con- 
ducting logging  and  milling  operations,  and  carrying  on  a  store,  the  general  books  con- 
tained only  two  Expense  accounts,  General  Expense  and  Operating  Expense,  for  each  of 
which  there  was  a  column  in  the  books  of  original  entry.  On  the  distribution  book. 
General  Expense  was  divided  into  the  following  numbered  accounts:  1  Salaries  of  Of- 
ficers, 2  Salaries  of  Clerks,  3  Salaries  of  Salesmen,  4  Stationery  &  Printing,  5  Tele- 
phone, 6  Telegrams,  7  Traveling,  8  Office  Expense,  10  Advertising,  11  Lumbermen  Asso- 
ciation Dues,  15  Postage.  The  numbers  from  16  to  29,  inclusive,  were ^reserved  for 
other  accounts,  if  it  were  necessary  to  open  any. 

The  Operating  Expense  was  divided  into  the  following  numbers  and  subdivisions; 
30  to  59  Woods  Camp,  60  to  69  Driving  Logs,  70  to  89  Saw  Mill,  90  to  99  Burner,  100  to 
109  Machine  Shop,  110  to  119  Electric  Light,  120  to  129  Blacksmith,  130  to  139  Pond 
(where  the  logs  are  assembled  at  the  mill),  140  to  149  Shingles,  150  to  159  Ties,  160 
to  169  Posts,  170  to  179  Stovewood,  180  to  189  Cordwood,  190  to  199  Pulpwood,  200  to 
209  Laths,  210  to  219  Yards  (where  lumber  is  piled),  220  to  239  Stable,  240  to  249  Ice 
Plant,  250  to  259  Stage  (as  the  mill  was  not  on  a  railroad),  260  to  269  Post  Office, 
270  to  289  Tug,  290  to  309  Schooner,  310  to  329  Store,  330  to  339  Maintenance.  As  a 
sample  of  the  distribution  under  each  subdivision,  Store  account  contained  the  follow- 
ing: 310  Salaries,  311  Insurance,  312  Taxes,  313  Postage,  314  Telegrams,  315  Traveling, 
316  EVeigit  &  Cartage,  317  Ice,  318  Wrapping  Paper,  319  Twine,  320  Supplies,  321  Re- 
pairs, Labor,  322  Repairs,  Material,  323  Purchases. 

It  can  oe  readily  seen  that  such  a  system  is  capable  of  an  infinite  amount  of 
analytical  subdivision,  -according  to  the  needs  of  the  business. 


Copyright,  1912,  Charles  H.  Longer. 
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QUIZ  QUESTIONS. 
Question  Ho.  41. 

In  a  largo  business  tho  general  accounts,  customers'  accounts  and  creditors' 
accounts  have  all  been  kept  in  one  ledger.  It  has  been  decided  for  convenience  sake 
to  divide  them  into  three  ledgers  to  be  known  as  General  Lodger,  Customers'  Ledger 
and  Creditors'  Lodgor,  the  latter  two  to  balance  into  tho  former. 

State  clearly  (a)  v.hat  you  would  do  to  accomplish  this  division,  and  (b)  what 
change  you  would  have  to  make  in  your  Cashbook,  Journal  and  Sales  Book  so  that  the 
proper  figures  would  bo  available  for  posting  at  the  end  of  each  month,  and  (c)  how 
you  .would  take  off  a  trial  balance  from  these  ledgers  each  month,  and  (d)  what  ad- 
vantages there  are  in  subdividing  tho  accounts  in  this  v.'ay. 

Question  Ho.  42. 

In  closing  tho  books  of  a  firm,  it  is  found  that  the  accounts  receivable  in- 
clude $5,000  of  worthless  accounts,  and  $10,000  of  doubtiul  accounts.  The  f Lira  de- 
cides to  deduct  from  the  gross  profits  f>15,000  for  these  items.  What  in  your 
opinion  would  be  a  more  logical  treatment  of  these  items  and  what  entries  would  be 
necessary  to  carry  out  your  idoa3? 

Question  No.  43. 

Tho  Energy  Manufacturing  Go.  draws  on  its  customer,  Slopay  £■.  Co.,  at  two  months 
from  date,  January  1,  1910  for  $5,000,  and  three  day3  thereafter  discounts  tho  draft 
with  tho  City  National  Bank  at  fivo  per  cent  per  annum  net. 

At  maturity  3.  &  Co.  confess  they  cannot  meet  the  draft,  but  pay  tho  E.  Mfg. 
Co.  #3,000  on  account,  and  give  an  acceptance  for  a  like  period  for  the  balance,  up- 
on condition  that  tho  E.  Mfg  Co.  retire  the  original  draft,  which  is  done. 

Dotail  serially  the  entries  by  which  the  E.  I.Ifg.  Co.  should  rocord  these  trans- 
actions on  its  books. 

Question  No.  44. 

Define  a  Pond.  Give  threo  purposes  for  which  a  Fund  may  bo  established.  What 
i3  a  Sinking  Fund?  Give  journal  entries  placing  on  the  books  of  a  school,  securities 
given  to  the  school  for  the  purpose  of  endowing  a  Scholarship. 

Question  No.  45. 

In  a  system  using  a  Voucher  Record  where  the  Accounts  Payable  aro  entered  net, 
that  is,  loss  the  cash  discount,  there  are  a  number  of  unpaid  items  on  tho  Voucher 
Rocord,  at  the  end  of  a  fiscal  period  some  of  which  uero  entered  net.  Strto  how,  if 
at  all,  you  v/ould  treat  this  condition  in  closing  the  books.  Give  reasons  for  your 
answer. 

Quoation  No.  46. 

Define  "Depreciation"  and  "Fluctuation".  Yilhat  is  the  effect,  if  any,  on  the  op- 
erating expenses?  Mention  four  causes  of  depreciation.  Givo  throe  factors  which 
should  bo  taken  into  consideration  in  determining  the  amount  of  depreciation.  Give 
two  methods  of  recording  depreciation  oh  the  book3. 

Corarrieht.  1912.  Charles  H.  Lansrer 
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Quostion  No.  47. 

What  is  a  dividend?  Define  Scrip  dividend,  Stock  dividend  and  Liquidating 
dividend. 

Question  Ho.  40. 

'That  is  the  "Capital"  of  a  firm  or  a  corporation? 

Question  No.  49. 

A  firm  which  keeps  a  Purchase  Ledger  for  its  creditors  accounts,  installed  a 
Voucher  Hocord  and  Vouchor  Check  System.  The  system  installed  contemplated  credit- 
ing Accounts  Payahle  with  the  net  amount  to  be  paid  and  the  cash  discount  to  Dis- 
count on  Purchases.  * 

At  the  time  the  change  was  made  from  one  system  to  the  other,  there  were  a  num- 
ber of  open  accounts  on  the  Purchase  Ledgor,  some  of  which  were  to  be  paid  within 
the  discount  period. 

State  how  you  would  treat  this  condition  to  effect  the  changes. 

Question  No*  50. 

In  the  case  of  a  corporation  the  management  suggests  the  diminution  or  suppres- 
sion of  depreciation  on  plant  and  machinery  on  these  grounds: 

(a)  Nothing  need  be  written  off,  as  the  plant  is  actually  more  valuable,  owing 
to  a  rise  in  the  cost  of  similar  machinery. 

(b)  :  Repairs  have  been  fully  maintained,  and  the  plant  is  as  good  as  ever. 

(c)  To  charge  depreciation  to  the  samo  extent  as  in  a  good  year  will  prevont  a 
dividend,  with  consequent  oxitcry  by  stockholders,  and  fall  in  the  price  of  shares. 

Combat  these  arguments. 


Copyright,  1912,  Charles  H.  langer 
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SOLUTION,  PROBLEM  HO.  18. 

As  the  "books  have  boon  kept  in  single  entry,  it  is  necessary  to  ascertain  the 
net  worth  of  the  business,  both  at  the  beginning  and  at  the  end  of  the  three  years. 

The  net  worth,  December  31,  1908  was  $45,000,  being  the  total  assets  of 
$80,000,  less  the  Accounts  Payable  $15,000  and  the  Special  Loan  of  $20,000. 

The  net  worth,  December  31,  1911  is  arrived  at  as  follows: 


ASSETS: 


Merchandise,  Good  condition 

Old  Styles  and  Partly  Soiled 

Less  50$ 
Obsolete  and  Useless 
(Considered  of  no  value). 
Customers'  Accounts: 
Good 
Doubtful 

Less  Reserve 
Bad,  considered  of  no  value 
Cash  in  Bank  and  on  Hand 
Interest  paid  in  Advance 
Insurance  Premiums  Prepaid 
Store  Fixtures 

Less  Depreciation,  3  years 
(being  10$  per  annum  on  diminishing  value). 
Leasehold 

Less,  3  years'  expired  value 


$7,500.00 
3,750.00 
1,500.00 


2,500.00 
1,250.00 
1,000.00 


15,000.00 
4.065.00 

5,000.00 
3,000.00 


$50,000.00 
3,750.00 

12,500.00 

1,250.00 

15,000.00 

250.00 

3,000.00 

10,935.00 

2,000.00 
$98,685.00 


LIABILITIES: 

Accounts  Payable 

Note  Payable,  Bank 
Net  Worth,  December  31,  1911 
Net  Worth,  December  31,  1908 

Increase  in  Net  Worth 
Add,  Partners'  Drawings: 

A.  B.  Levy 

W.  K.  Mayer 
Total  Profit,  three  years 
Disposition  of  Profit. 

Interest  A.  B.  Levy  Capital  5$  for  3  years 
"         W.  K.  Mayer       n  n     n     n       t* 

W.  K.  Mayer,  20$  of  $11 5, 435, balance  of  profit 

A.  B.  Levy,  2/3  of  $92,348,  Profits  remaining 

W.  K.  Mayer,  1/3  "  »  »  " 


17,500.00 
10,000.00 


45,000.00 
51,000.00 


4,500.00 

2,250.00 

23,087.00 

61,565.33 

30,782.67 


27,500.00 
71,185.00 
45,000.00 
26,185.00 


96,000.00 
122,185.00 


122,185.00 


Copyrigrt,  1912,  Charles  H.  Langer 
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A.   B.  LEVY. 


Withdrawals  1909 

•  1910 

•  1911 
balance,  Dec.  31,   1911 


$12,000.00 
15,000.00 
18,000.00 
51,065.55 
96,065.55 


Balance,  Dec.   51,   1908 
Interest  on  Capital 
2/3  Profits 


Balance,  Doc.  31,   1911 


#30,000.00 

4,500.00 

61,565.35 


96,065.55^ 
51,065.55 


V7.  K.  MAYER. 


Withdrawals  1909 

»  1910 

"  1911 

Balance,  Dec.  51,   1911 


16,000.00 
15,000.00 
20,000.00 
20,119.67 
71,119.67 


Balance,  Dec.   51,  1908 
Interest  on  Capital 
Salary,  20^  of  Profits 
1/5  Profits 

Balance,  Dec.  51,   1911 


15,000.00 
2,250.00 
25,087.00 
50,782.67 
71,119.67 
20,119.67 


BALANCE  SHEET.  DECEMBER  51,  1911. 


ASSETS 


Store  Fixtures  10,955.00 

Leasehold  2,000.00 

Merchandise,  Good  50,000.00 

7      Old  Styles,  etc.  3,750.00 

Customers,  Good  12,500.00 

"     Doubtful  2,500.00 

Less  Reserve            1.250.00  1,250.00 

Cash  on  Hand  and  in  Bank  15,000.00 

Interest  paid  in  advance  250.00 

Unexpired  Insurance  5,000.00 

90,685.00 


LIABILITIES 


Accounts  Payable 
Note  Payable 
A.  B.  Levy,  Capital 
w".  K.  Mayer,  Capital 


17,500.00 
10,000.00 
51,065.55 
20,119.67 


98,685.00 


NOTES.  There  is  nothing  said  in  the  problem  as  to  the  value  to  be  placed  dn  the 
store  fixtures  at  the  end  of  the  period.  The  value  adopted  above  is  based  on  the 
usual  calculation. 

The  payment  of  the  special  loan  of  A,  B.  Levy  does  not  affect  the  result  in  any  way. 
While  it  reduces  the  liabilities,  it  also  correspondingly  reduces  the  asset  of  Cash, 
leaving  the  not  worth  unchanged.  The  interest  paid  on  it  must  have  been  charged  off, 
like  any  other  expense. 

There  might  seem  to  be  a  question  as  to  the  profits  of  which  Mr.  Mayer  recoivos 
20$.  If  his  20$,  being  in  lieu  of  salary,  is  considered  an  expense  of  the  business,  and 
his  commission  is  to  be  paid  on  the  net  profits  after  the  commission  is  deducted,  the 
net  profits  would  be  ascertained  by  dividing  $115,455.00  by  1.20,  and  his  commission 
would  be  20$  of  the  result.  This  method  is  negatived  by  the  statement  that  the  remain- 
ing 80$  of  the  profits  is  to  be  divided.  That  is,  his  cormiission  must  be  one  quarter 
of  the  remaining  profits,  which  would  not  bo  the  case,  if  it  is  calculated  on  tho  net 
profits  as  ascertained  by  the  division  by  1.20. 


Copyright,  1912,  Charles  H. 
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CHAPTER  89. 
LIQUIDATING  A  CORPORATION. 

(1)  DIFFERENCES  BETWEEN  PARTNERSHIP  AND  CORPORATION.  One  essential  difference  be- 
tween a  partnership  and  a  corporation  is  found  in-  the  different  relations  that  some- 
times exist  between  partners  in  regard  to  their  shares  in  the  profit  or  loss  of  the  busi- 
ness, irrespective  of  the  amount  of  capital  standing  at  the  credit  of  each  one.  In  a 
.corporation  every  stockholder  shares  in  the  profit  or  loss  in  the  exact  proportion  of 
the  number  of  shares  that  he  holds,  the  only  distinction  "between  stockholders  being  that 
which  arises  from  the  different  classes  of  stock  they  may  hold,  such  as  Preferred  or 
Common.  Within  each  class,  all  stockholders  are  on  the  same  basis.  In  a  partnership, 
one  partner  may  participate  in  the  profits  at  a  rate  altogether  out  of  proportion  to 
the  amount  that  he  has  contributed.  .If  his  share  of  the  profits  is  proportionately 
larger  than  the  others,  it  is  usually  because  his  services  are  more  fully  given,  or  are 
considered  of  more  value  to  the  business,  than  are  those  of  the  others.  If  such  a  man 
is  an  officer  of  a  corporation,  the  only  recognition  of  his  greater  value  must  be  given 
in  the  form  of  a  salary.  This  salary  may  be  made  to  depend  on  the  rate  of  profit  real- 
ized by  the  company  under  his  management,  being  proportionately  larger  as  the  profits 
increase.  To  this  extent,  #ie  salary  resembles  an  extra  allowance  of  profits  to  a 
partner,  but  it  differs  from  it  in  that  it  is  charged  as  a  salary  to  the  expense  of  the 
business,  and  not  as  a  disposition  of  profits. 

Another  difference  between  a  partnership  and  a  corporation  lies  in  the  voice  that 
each  proprietor  of  a  business  has  in  its  management.  In  a  partnership,  unless  the 
articles  specify  otherwise,  each  partner  has  an  equal  vote  with  every  other  one,  with- 
out regard  to  the  amount  of  the  capital  at  the  credit  of  each.  In  a  corporation,  each 
share  has  a  vote  on  all  questions  submitted  to  the  stockholders,  so  that  the  value  of 
the  vote  cast  by  each  stockholder  is  directly  proportioned  to  the  number  of  shares 
standing  in  his  name. 

A  fundamental  difference  in  the  management  of  a  business  arises  from  the  fact  that 
the  action  of  a  corporation  in  regard  to  many  things  must  be  more  formal  than  is  re- 
quired in  a  partnership.  When  one  person  owns  all,  or  virtually  all,  of  the  stock  of 
a  company,  it  is  often  difficult  for  his  bookkeeper,  or  an  accountant,  to  persuade  him 
that  he  is  not  himself  the  company,  and  that  it  is  necessary  to  go  through  the  form,  at 
least,  of  a  vote  By  the  board  of  directors,  before  his  salary  as  president  can  be  fixed, 
or  a  dividend  declared  out  of  profits* 

On  the  books  themselves,  there  is  a  difference  in  the  method  in  which  the  capital 
employed  in  the  businoss  is  stated.  In  a  partnership,  each  partner  has  a  separate 
Capital  account,  to  which  is  credited  the  amount  of  his  original  investment  in  the  busi- 
ness, and  any  additions  which  he  has  since  made  to  it,  either  by  his  having  paid  in  new 
money,  or  by  his  having  allowed  his  profits  to  accumulate,  and  to  which  is  charged  any 
sums  that  he  may  have  withdrawn  from  his  Capital  account,  or  his  share  of  any  losses 
sustained  by  the  business.  The  general  ledger  therefore,  shows  not  only  tho  names  of 
all  the  partners,  but  also  the  amounts  standing  at  the  credit  of  each  and  these  amounts 
may  vary  from  time  to  time.  In  a  corporation,  the  Capital  account  remains  always  the 
same,  unless  permanently  raised  or  lowered  by  formal  vote  of  the  stockholders,  through 

Copyright,  1912,  Charles  H.  Langor. 
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the  issue  of  now  stock,  or  the  withdrawal  and  cancellation  of  some  of  the  old.  The 
Capital  Stock  account  appears  as  one  account  on  the  ledger  for  each  class  of  stock,  if 
thore  is  more  than  one  class,  and  the  balance  at  its  credit  is  one  single  amount.  The 
names  of  the  stockholders  do  not  appear  on  the  general  ledger,  but  are  recorded  in  a 
separate  Stock  Ledger,  which  is  usually  kept  by  the  secretary  of  the  company,  and  is  not 
open  to  the  inspection  of  any  one  but  the  officers  and  directors,  and  to  the  stockhold- 
ers at  their  meetings  for  the  purpose  of  verifying  the  right  of  those  present  to  vote. 

(2)  LIQUIDATIHCr  A  CORPORATION.  In  liquidating  either  a  partnership  or  a  corpora- 
tion, all  outside  creditors  must  be  paid  off  first,  before  any  of  either  the  partners 
or  stockholders  can  receive  anything.  The  same  distinction  as  to  rank  of  creditors 
would  be  made  in  either  case,  as  preferred,  fully  secured,  partially  secured,  or  total- 
ly unsecured.  When  the  creditors  have  been  paid,  the  capital  accounts  of  partners,  as 
has  been  shown,  would  be  adjusted  by  the  charge  to  each  one  of  his  share  of  any  losses 
and  expenses  in  the  agreed  profit  and  loss  sharing  ratio.  If  this  is  different  from 
the  original  capital  ratio,  the  different  rates  at  which  the  losses  are  charged  will 
cause  a  change  in  the  capital  ratios,  so  that  the  rate  at  which  the  paymont  of  the  capi- 
tal of  each  will  be  made  will  be  changed  also.  Liquidating  dividends  are  always  made 

to  each  partner  on  the  ratio  of  his  capital  at  the  time  the  payment  is  made,  and  not  on 
the  ratio  of  his  original  capital.  Liquidating  dividends,  that  is,  payments  on  account 
of  capital  and  not  on  account  of  .profits,  are  never  made  on  the  basis  of  the  profit  and 
loss  sharing  ratio,  unless  the  different  capitals  have  first  been  reduced  to  that  ratio. 
Even  then,  they  are  not  made  on  that,  basis,  because  it  is  the  profit  and  loss  sharing 
ratio,  but  because  it  is  now  the  capital  ratio. 

In  a  corporation  the  liquidating  dividends  are  always  made  to  each  stockholder  on 
the  basis  of  the  number  of  shares  held  by  him.  As  this  is  also  the  basis  on  which  prof- 
its are  credited  and  losses  charged,  there  is  no  danger  of  overpaying  any  stockholder, 
and  no  adjustment  of  capital,  as  in  the  case  of  a  partnership,  when  the  profit  and  loss 
sharing  ratio  and  the  capital  ratio  are  different.  In  other  words,  in  a  corporation, 
everything  is  on  the  basis  of  the  shares.  The  personality  of  the  stockholder  is  not 
taken  into  account  at  all,  everything  in  the  shape  of  dividends  for  profits  or  liquidat- 
ing dividends  is  expressed  at  so  much  per  share.  When  the  final  distribution  of  the 
assets  is  made  and  there  Jias  not  been  enough  realized  to  pay  off  the  capital  in  full, 
the  loss  is  distributed  equally  among  all  the  shares.  If  there  is  an  excess  left  after 
paying  off  the  capital,  it  is  also  divided  evenly  among  the  shares.  Therefore,  in 
liquidating  a  corporation,  it  is  not  necessary,  as  in  a  partnership,  to  ascertain  the 
capital  existing  at  the  time  of  each  liquidating  dividend.  The  proceeds  of  the  assets 
as  fast  as  realized  can  be  paid  to  the  stockholders  in  proportion  to  the  number  *of  shares 
held  by  each. 

(3)  STATUS  OP  DEBTS  DOE  TO  OFFICERS  AND  STOCKHOLDERS.  In  a  partnership,  when  one 
of  the  partners  has  made  a  loan  to  the  business,  nothing  is  paid  on  such  loan  in  liquida- 
tion, until  all  the  outside  creditors  are  paid  in  full.  The  loan  then  takes  precedence 
over  the  capitals  of  all  the  partners.  Thus,  the  status  of  a  person  as  a  partner  is 
always  recognized  in  regard  to  his  capital,  his  loans  and  his  liability  for  the  debts 

of  the  business,  /to  a  corporation,  the  status  of  a  stockholder  is  entirely  different. 
If  he  has  made  a  loan  to  the  business,  he  stands  on  the  same  footing  as  any  other 
creditor.  This /'arises  from  the  fact  that  in  a  corporation  the  important  point  is  the 
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39-3 
number  of  aharoa  that  have  been  fully  paid  for.  The  personality  of  the  persons  owning 
the  stock  is  of  no  importance  whatever,  unless  the  stock  has  not  been  paid  up  in  full. 
In  fact,  the  personality  of  the  stockholders  may  change,  and  in  large  companies,  does 
change  very  frequently,  without  in  any  way  affecting  the  capital  stock  account  or  the 
credit  of  the  company.  Therefore,  since  the  personality  of  the  stockholder  is  not  tak- 
en into  account,  any  transactions  that  he  may  have  with  the  company  not  relating  to  his 
shares  of  the  capital  stock,  are  made  in  his  individual  capacity  as  an  outsider. 

(4)  LIQUIDATING  DIVIDENDS.  When  a  corporation  is  being  wound  up  and  payments  are 
made  on  the  capital,  these  payments  are  called  liquidating  dividends.  These  dividends 
are  always  made  on  the  basis  of  a  percentage  of  the  original  face  value  of  each  share. 
That  is,'  if  the  stock  is  issued  at  $100.00  per  share,a  dividend  of  10$  would  call  for  ' 
a  payment  of  $10.00  on  each  share.  A  second  dividend  of  10$  would  also  call  for  a  pay- 
ment of  $10.00  on  each  share,  not  $9.00,  which  would  be  10$  of  the  $90.00  remaining  at 
the  credit  of  each  share. 

If  a  dividend  has  been  declared  out  of  an  actual  surplus  appearing  on  the  hooks, 
payable  at  a  future  date,  and  notice  has  been  given  to  the  stockholders  that  such  a 
dividend  has  been  declared  out  of  the  profits,  the  amount  of  this  dividend  becomes  a 
debt  due  to  the  individual  stockholders  as  outside  creditors.  If  the  company  becomes 
insolvent  before  the  dividend  is  paid,  the  amount  of  the  dividend  must  be  paid  before 
any  liquidating  dividends  are  paid  on  the  capital  stock. 

The  same  thing  holds  true  of  a  liquidating  dividend.  It  belongs  to  the  stockhold- 
er as  an  individual,  as  soon  as  it  is  declared.  Therefore,  if  the  stockholder  is  in 
debt  to  the  company,  the  dividend  can  be  credited  to  his  debit  account,  by  what  is  known 
as  the  right  of  set-off. 

(5)  CLOSING  CORPORATION  BOOKS  HI  LIQUIDATION.  If  the  final  result  of  the  liquida- 
tion of  a  corporation,  after  all  the  assets  have  been  realized,  is  such  that  there  is 
more  than  enough  to  pay  off  the  capital,  the  books  will  be  closed  automatically.  The 
liquidating  dividends  will  be  charged  first  against  the  Capital  and  then  against  the 
Surplus.  When  both  capital  and  surplus  have  been  paid,  these  accounts  will  be  closed 
and  there  will  be  no  accounts  left  on  the  books.  If  the  proceeds  of  the  assets  are  not 
Sufficient  to  pay  off  the  capital,  there  will  remain,  when  the  last  asset  is  realized 
and  the  last  liquidating  dividend  paid,  two  accounts  open  on  the  books.  One  will  be 
the  remaining  balance  of  the  Capital  account,  and  the  other  a  Deficit  account  of  an 
equal  amount.  The  only  entry  necessary  to  finally  close  the  books,  is  one  debiting 
Capital  account  and  crediting  Deficit  account  with  the  amount  of  the  total  loss  as  shown 
in  the  latter  account. 


Copyright,  1912,  Charles  H.  Langor. 
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DIARY  OP  EVENTS. 

The  directors  decidod  not  to  close  the  books  on  April  30,  1906,  but  to  leave  them 
open  until  December  31,  1906,  in  order  to  make  the  company's  fiscal  year  coincide  with 
the  calendar  year. 

The  following  are  the  transactions  that  took  place  during  the  twenty  months  from 
May  1,  1905  to  December  31,  1906,  in  addition  to  those  already  entered  on  the  books. 
The  transactions  are  given  in  totals,  and  each  one  is  to  be  entered  in  the  proper  book 
under  date  of  December  31,  1906. 

VOUCHER  RECORD.  Material  Purchases,  $233, 170.50,  less  Discount  $3497. 67;  Hard- 
ware Purchases,  574,310.30,  less  Discount  $1,114.07;  Farm  Implement  Purchases, 
$254,423.60,  less  Discount  $3, 016. 25;  Productive  Labor,  0165,220.95;  Non-Product ive 
Labor,  £59,416.60;  Freight  and  Cartage  In, $9, 110. 26;  Repairs  to  Machinery,  etc. 
$2,605.90;  Heat,  Light  and  Power,  $11,  328.15;  Shop  Supplies,  $4,043.30;  Miscellane- 
ous Factory  Expense,  $650.20;  Stable  Expense,  $1,465.40;  Insurance,  $2,791.67;  Taxes, 
$2,320.72;  Salesmen's  Salaries,  $13,247.50;  Salesmen's  Traveling  Expense,  $9,623.87; 
Advertising,  $24,413.41;  Miscellaneous  Selling  Expense,  $2,610.70;  Office  Salaries, 
$17,625.00;  Stationery  and  Printing,  $1,406.19;  Miscellaneous  Office  Expense, 
$386.32;  Telegrams  and  Telephone,  $356.98;  Freight  and  Cartage  Out,  $3,036.23;  Bond 
Interest,  $2,500.00  (one-half  paid  May  1,  and  one-half  November  1);  Notes  Payable, 
$75,000.00;  Dividends,  $15,013.33;  Interest,  $1,312.50;  Sinking  Fund  Bonds,  $1,500,00 
(bought  on  November  1,  in  accordance  with  the  trust  deed.  They  bought  their  own  bonds, 
therefore  there  was  no  accrued  interest  on  them). 

CASH  BOOK.  Thore  was  received  from  Notes  Payable  $00,000.00,  from  Notes  Receiv- 
able $34,145.00,  from  Accounts  Receivable  $061,641.09,  less  Discount  of  $9,239.80. 
There  wa3  also  received  from  relatives  of  Henry  Smart  $3,500.00,  to  be  applied  on  his 
shortage.  There  was  paid  on  Accounts  Payable  $949,991.65. 

SALES  REGISTER.  The  totals  of  the  columns  in  the  Sales  Register  showed;  debits 
to  Accounts  Receivable  $943,091.02;  credits  to  Hardware  Sales  $07,621.37,  Farm  Imple- 
ment Salos  $316,032.62,  and  Engine  Sales  $539,437.03. •  These  figures  are  to  be  posted 
as  they  are,  without  regard  to  those  arising  from  the  adjusting  entries  recording  the 
shortage  of  H.  Smart.  The  Return  Sales  and  Allowances  were:  Hardware  $2,463.20,  Farm 
Implements  $5,729.43,  and  Engines  $6,521.32,  with  a  credit  to  Accounts  Receivable  of 
$14,714.03. 

JOURNAL.  Total  Notes  Receivable  received  from  customers  wore  $26,025.00.  None 
of  these  notes  were  discounted.  The  $6,000.00  under  discount  at  the  beginning  of  the 
period  were  paid  in  due  course.  Charge  Reserve  for  Doubtful  Accounts,  and  credit  Ac- 
counts Receivable  $2,160.30,  for  bad  debts  written  off  as  losses.  Charge  Sorplus  and 
credit  Dividends  $15,013.33,  being  for  dividends  on  the  Non- Cumulative  Preferred  Stock 
at  8%  per  annum  for  fourteen  months  ending  December  31,  1906,  $2,333.33,  at  6%  per  an- 
num on  the  Cumulative  Preferred  for  the  same  period,  $2,100.00,  and  14/6  altogether  on 
the  Common,  $9,300.00.  The  dividends  were  paid  up  to  December  31,  in  anticipation  of 
a  contemplated  merger  with  another  company. 

After  having  entered  and  posted  the  above  transactions,  the  books  are  to  be  clos- 
ied  for  the  twenty  months  ending  December  31,  1906.  The  following  items  must  be  taken 
I  into  consideration. 

Copyright,  1912,  Charles  H.  Longer 
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DIARY  OP  EVENTS  CONT'D. 

Unexpired  Insurance  $615.25 

Liability  for  Accrued  Taxes,  estimated       2325.00 
Interest  Accrued  on  Bonds  416.67 

Write  off  §291.66  from  Discount  on  Bonds,  by  a  credit  to  that  account  and  a  deb- 
it to  Bond  Interest,  fourteen  months  of  the  total  life  of  the  bonds  (twenty  years) 
having  elapsed. 

Interest  paid  in  advunce  on  Notes  Payable     172.50 
Interest  accrued  on  Notes  Receivable  61.25 

Inventories  on  December  31,  1906: 

Raw  Material  25828.92 

Goods  in  Process  16023.76 

Credit  both  the  above  to  Manufacturing  Account. 

Finished  Goods,  Engines  18326.59 

Hardware  13623.18 

Farm  Implements  34586.43 

Credit  these  three  Inventories  to  Selling  Account. 

Reverse  the  old  inventories  by  charging  Manufacturing  account  with  the  inventory 
of  Material  §7, 487. 50  and  of  Goods  in  Process  $4,894.70,  and  by  charging  Selling  ac- 
count with  the  inventory  of  Finished  Goods  $7,075.50,  of  Hardware  §2,647.65,  and  of 
Farm  Implements  $14,163.30. 

Set  up  Reserve  for  Depreciation  on  Buildings  $4,858.96.  The  value  of  the  old 
buildings,  less  the  reserve,  was  $20,492.50. 

On  this  5%  depreciation  for  year  ending  April  30,  1906.  $1024.62 

reducing  carrying  value  to  $19,467.88. 

On  this,  8  months  depreciation  to  Dec. 31  is  648.93 

The  new  building  was  valued  at  $55,000.00 

On  this  depreciation  for  one  year  at  5%  to  Oct.  31  2750.00 

reducing  the  carrying  value  to  $52,250.00 

On  this,  2  months  depreciation  is  435.41 

Making  a  total  of  4058.96 

Credit  Reserve  for  Depreciation  on  Machinery  $3,851.80,  the  carrying  value  of  tte 
old  machinery  having  been  $5,242.50,  that  is  §5,825.00,  less  the  reserve  of  $582.50, 
and  the  value  of  the  new  machinery  $26,200.00. 

One  year  on  $5,242.50  at  ICffo  to  April  30,  1906  524.25 

Eight  months  on  $4718.25  to  Dec.  31  314.55 

One  year  on  $26,200.00  at  10$  to  Oct.  31,  1906  2620.00 

Two  months  on  $23,580.00  to  Dec.  31,  1906  593.00 

Making  a  total  of  3851.80 

Write  off  $295.63  from  Horses  and  Wagons,  being  20$  on  the  diminishing  value 
for  one  year  and  eight  months. 

Write  off  $888.00  for  depreciation  on  Patents.  At  the  beginning  of  the  fiscal 
year,  May  1,  1905,  the  patents  had  114  months  to  run  and  were  valued  at  $4,788.00. 
The  depreciation  was  therefore,  $42.00  per  month  for  four  months  to  September  1,  or 
$168.00.  On  September  1,  $330.00  was  added  to  the  cost,  making  it  net  $4,950.00, 
with  110  months  to  run,  a  monthly  rate  of  $45.00  for  the  remaining  sixteen  months 

Copyrigrt,  1912,  Charles  H.  Langer 
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DIARY  OP  EVENTS,  COHTINUKD. 

to  December  31,  1906  or  $720.00. 

Write  off  $56.59  from  the  Furniture  and  Fixtures,  "being  at  the  rate  of  10$  on  the 
diminishing  value. 

Close  the  Depreciation  account  by  charging  the  depreciation  on  buildings,  on 
machinery,  and  on  patents  to  Manufacturing  account,  on  horses  and  wagons,  one-half  to 
Manufacturing  and  one-half  to  Selling  account,  and  on  furniture  and  fixtures  to  Profit 
and  Loss. 

Credit  Reserve  for  Doubtful  Acoounts  $2,400.00  and  charge  Profit  and  Loss. 

The  Wages  accrued  hut  unpaid  were:  Productive  $1,268.40,  and  ITon-Productive 
$394.75. 

Charge  Surplus  with  the  balance  of  the  aocount  of  Henry  Smart,  Special,  and  credit 
it  with  the  balance  of  the  Working  Capital  account. 

Credit  Interest  and  charge  Accrued  Interest  Sinking  Fund  Bonds  (page  36)  $12.50, 
being  two  months  interest  on  the  bonds  in  the  Sinking  Pond. 

Charge  Stable  Expense,  one-half  each  to  Manufacturing  and  Selling.  Charge  Freight 
and  Cartage  In,  one-third  to  Manufacturing  and  two-thirds  to  Selling.  Charge  Insurance 
and  Taxes,  two- thirds  to  Manufacturing  and  one-third  to  Selling. 

After  these  entries  are  made  and  posted,  make  the  final  journal  entries,  closing 
the  balance  of  the  nominal  accounts  through  the  Manufacturing,  Selling  and  Profit  and 
Loss  accounts  into  Surplus,  Prepare  and  submit  a  Profit  and  Loss  Statement,  and  Sur- 
plus Statement,  (not  the  ledger  accounts)  and  a  Balance  Sheet. 
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AN3Y7SRS  TO  QUIZ  QUESTIONS. 
Answer  to  Question  Ho.  41. 

(a)  Take  off  a  Trial  Balance,  at  the  date  on  which  the  new  ledgers  are  to  he 
opened,  listing  the  accounts  under  the  three  headings,  General,  Customers'  and 
Creditors '  accounts,  bringing  the  total  of  the  Customers'  and  Creditors*  accounts 
under  the  Genoral  Accounts.  Open  up  accounts  with  the  Customers  and  Creditors,  as 
shown  in  the  Trial  Balance,  in  their  respective  new  ledgers  directly  by  transfer  from 
the  accounts  in  the  old  ledger  and  the  general  accounts  in  the  new  General  Ledger. 

No  Journal  entry  is  necessary.  The  transfer  can  be  made  direct.  In  addition,  on  the 
General  Ledger,  open  a  controlling  account  for  Customers  Ledger,  debiting  it  with  the 
total  of  the  customers'  accounts,  and  a  controlling  account  for  the  Creditors'  Ledger, 
crediting  it  with  the  total  of  the  creditors'  accounts.  The  General  Ledger  would  then 
balance  in  itself. 

(b)  The  Cashbook  and  Journal  must  have  separate  columns  for  Genoral,  Customers 
and  Creditors'  Accounts,  in  which  the  items  affecting  the  various  ledgers  would  be  en- 
tered. The  Sales  Book  would  have  a  General  and  Customers  column,  in  addition  to  its 
distributive  columns,  and  the  Purchase  Record  would  also  have  a  General  and  Creditors 
Column,  and  its  distributive  columns.  The  General  Ledger  column  may  not  be  necessary 
in  the  Sales  Book,  depending  upon  whether  many  sales  were  made  to  partners,  officers 
or  employees,  as  the  case  may  be.  The  same  remarks  would  hold  true  of  the  Purchase 
Record  in  regard  to  Creditors.  The  totals  of  the  amounts  in  the  Customers'  and 
Creditors'  Ledger  columns  in  the  books  of  original  entry  would  be  available  for  post- 
ing to  their  respective  controlling  accounts. 

(o)  The  General  Ledger  would  balance  in  itself.  The  total  of  the  Customers' 
and  Creditors'  Ledger  balances  should  agree  with  the  balances  of  their  respective  con- 
trolling accounts  in  the  General  Ledger. 

(d)  Trial  Balances  can  be  taken  off  of  any  of  the  ledgers  independently  of  any 
of  the  others.  In  case  of  an  error,  it  does  away  with  tho  necessity  of  chocking  the 
accounts  in  all  of  the  throe  ledgers,  a3  an  error  can  bo  located  in  the  ledger  in 
which  it  occurs.  Another  advantage  is  the  possibility  of  balancing  first  that  ledger 
wbjso  accuracy  it  is  desired  to  establish  promptly. 

Answer  to  Question  No.  42. 

Since  the  $10,000  of  doubtful  accounts  are  doubtful  only,  there  must  be  a  pro- 
bability of  recovering  more  or  less  from  them,  and  it  is  illogical  to  charge  the 
whole  of  them  off.  The  proper  treatment  would  be  to  transfer  the  doubtful  accounts, 
$10,000,  to  an  Accounts  Receivable  Suspense  Ledger,  opening  a  controlling  account  for 
them  on  the  General  Ledger.  Then  set  up  a  Reserve  for  Doubtful  Accounts  by  a  charge 
to  Profit  and  Loss,  and  a  credit  to  Reserve  for  Doubtful  Accounts,  based  upon  the 
amount  of  the  estimated  loss  upon  the  Doubtful  Accounts.  The  Reserve  for  Doubtful 
Accounts  would  act  as  an  offset  to  the  Suspense  Accounts,  and  the  Doubtful  Accounts 
would  not  be  as  easily  lost  track  of,  as  they  might  be,  if  written  off  directly  to 
Profit  and  Loss.  The  worthless  accounts  should  be  written  off  to  Profit  and  Loss. 
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Answer  to  Question  No.  43. 


JANUARY  1,  1910. 


Notes  Receivable  5,000 

Sloppy  &  Co.  5,000 

Draft  January  1,  1910  duo  two  months  from  date. 

JANUARY  3,  1910. 
Bank  4,960.41 

Interest  39.59 

Notes  Receivable  Discounted  5,000 

Discounted  Slopay  &  Co.  Draft  a  5%  —  57  days. 

MARCH  1,  1910. 
Notes  Receivable  Discounted  5,000 

Bank  5,000 

For  acceptance  of  Slopay  &  Co.  due  this  day  and  not  taid. 

Slopay  &  Co.  5,000 

Notes  Receivable  5,000 

To  charge  then  with  thoir  dishonored  acceptance. 

Cash,  on  the  Cashbook  3,000 

Slopay  &  Co.,  on  Account  3,000 

Note3  Receivable  2,000 

Slopay  S=   Co.  2,000 

For  their  acceptance  due  in  two  months  from  date. 

Answer  to  Question  No.  44. 

A  Fund  is  a  sum  of  money,  or  other  assets  set  aside  for  a  specific  purpose.  It 
is  very  often  a  financial  arrangement  under  a  trustee,  whereby  the  means  to  carry  out 
the  purpose  for  which  the  fund  was  created,  would  be  available  when  needed.  Funds  may 
be  established  for  the  retirement  of  bonds,  for  the  purpose  of  building  a  new  or  addi- 
tional plant,  to  provide  for  the  payment  of  losses,  when  a  concern  carries  its  own 
insurance. 

The  term  Sinking  Fund  is  confined  to  a  fund  established  for  the  purpose  of  re- 
tiring some  obligation  maturing  in  the  future. 
Henry  Bond  Scholarship  Fund. 

Henry  Bond  Scholarship  Endowment." 

The  name  of  the  donor  would  be  used  to  specify  both  its  fund  and  the  endowment 
account,  the  securities  would  be  entered  at  market  value. 

Answer  to  Question  No.  45. 

Ascertain  the  cash  discount  deducted  on  the  unpaid  accoxints  payable  at  the  close 
of  the  fiscal  period.  Then  make  a  journal  entry  debiting  Discount  on  Purchases  and 
crediting  Deferred  Credits  or  Unearned  Discounts  on  Purchases.  The  unearned  dis- 
counts would  be  treated  as  a  liability  under  the  heading  of  Accounts  Payable  in  pre- 
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paring  a  Balance  Sheet.  A3  the  discount  had  not  boon  earned,  by  reason  of  the  ac- 
count not  being  paid,  the  poriod  in  which  the  account  is  paid  should  receive  the  ben- 
efit, therefore  the  discount  uneamod  is  carried  ovor  as  a  deferred  credit  into  the 
next  fiscal  period. 

The  unearned  discount  may  bo  croclited  direct  to  Accounts  Payable  account,  and 
the  entry  reversed  at  the  re-opening  of  the  books. 

Answer  to  Question  Ho.  46. 

Depreciation  is  the  inevitable  lessening  of  value  of  any  fixed  asset,  except 
land,  caused  by  its  U3e  in  a  business.  Fluctuation  is  an  accidental  rise  or  fall  of 
tho  markot  value  of  any  asset,  including  land,  resulting  from  causes  entirely  inde- 
pendent of  its  use  in  a  business.  Depreciation  adds  to  tho  operating  expense  of  a 
business,  because  the  lessening  of  value  must  eventually  be  rocognizod  as  a  loss  when 
it  ha3  so  far  affected  the  asset  that  it  is  no  longer  of  use  to  the  businoss  and  must 
be  replaced.  Fluctuation  does  not  affect  the  operating  expense,  because  the  fact  that 
an  asset  has  rison  or  fallen  in  market  value  makes  no  difference  in  the  availability 
of  tho  asset  to  the  business. 

Among  the  causes  of  depreciation  are:  wear  and  tear  from  use,  decay  from  mere 
lapse  of  time,  decrease  in  usefulness  when  a  better  agent  is  obtainable  to  do  the  same 
work,  destruction  of  usefulness  when  tho  work  of  tho  asset  is  no  longor  nooded  through 
lack  of  demand  for  its  product. 

Factors  which  determine  the  amount  of  depreciation  are:  the  original  co3t  of  tho 
asset,  tho  probable  duration  of  its  life  of  usefulness,  and  the  amount  of  repairs  put 
upon  it,  tending  to  lengthen  the  poriod  of  its  usefulness. 

Depreciation  may  be  recorded  on  tho  books  by  a  charge  to  operating  expense  and  a 
credit  direct  to  the  asset  itself,  reducing  its  value,  or  by  a  credit  to  a  Reserve 
for  Depreciation,  the  asset  being  left  on  tho  books  at  its  original  cost. 

Answer  to  Question  ITo.  47. 

A  dividend  is  a  sum  of  money  or  other  assets  that  is  divided  pro-rata  among  the 
stockholders  of  a  corporation,  as  a  distribution  of  profits,  or  among  the  creditors, 
stockholders  or  partners  of  a  business,  as  a  distribution  of  assets  in  settling  up  its 
affairs  and  paying  its  debts  and  the  capital  of  its  proprietors.  Scrip  Dividend  is  a 
dividend  declared,  payable  in  certificates  of  indebtedness,  payable  at  a  fixed  date, 
or  at  tho  option  of  the  company.  Stock  Dividend  is  a  dividend  payable  in  shares  of 
the  capital  stock  of  a  corporation.  Liquidating  dividend  is  a  term  U3ed  to  designate 
the  distribution  of  the  assets,  or  their  proceeds  among  creditors,  stocflcholdors  or 
partners  in  the  dissolution  or, winding  up  of  a  business. 

Answor  to  Question  No.  40. 

By  "Capital"  is  meant  tho  net  assets,  which  in  a  single  proprietor  or  partnership 
would  be  represented  by  tho  amount  of  the  capital  accounts,  and  in  a  corporation  would 
be  the  amount  of  the  outstanding i Capital  Stock  plu3  the  Surplus. 

Answer  to  Question  No.  49. 

Draw  up  Vouchers  for  all'"  the 'unpaid  accounts,  showing  as  a  deduction  the  cash 
discount  on  accounts  to  bo  paid. within  tho  discount  period.  Each  voucher  would  then 
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be  entered  in  the  regular  way  in  the  Voucher  Record,  crediting  Accounts  Payable  in 
the  first  column  with  the  net  amount  to  be  paid,  crediting  Discount  on  Purchases,  in 
those  cases  whore  discount  had  been  deducted,  and  debiting  the  full  amount  of  the 
Voucher  to  the  Creditor's  account  in  the  Sundry  column.  The  individual  debits  would 
be  posted  to  the  accounts  in  the  Purchase  Ledger,  and  if  a  controlling  account  was 
kept,  the  total  debit  would  be  posted  to  that  account. 

Answer  to  Question  No.  50. 

(a)  This  is  wrong,  first,  because  fluctuation  in  market  value  of  fixed  assets, 
such  as  plant  and  machinery,  does  not  affect  their  Value  to  the  business,  and  second, 
because  the  wear  and  tear  of  the  assets  begins  as  soon  as  the  assets  are  put  in  use, 
although  it  may  not  be  very  apparent  at  first,  and  third,  because  the  period  in 
question  has  made  a  profit  out  of  the  use  of  the  assets,  and  should  be  charged  with 
its  share  of  the  inevitable  depreciation. 

(b)  Although  thorough  repairs  will  lessen  the  amount  of  depreciation,  because 

a  machine  that  is  kept  up  to  the  best  possible  condition  will  not  deteriorate  as  fast 
as  one  that  is  allowed  to  run  down,  still  no  repairs  can  make  any  asset  absolutely 
as  good  as  it  was  when  it  was  new.  At  best,  it  is  always  second  hand. 

(c)  This  is  illogical,  because  depreciation  goes  on,  whether  the  company  makes 
or  loses  money.  It  is  a  regular  and  inevitable  cost  of  the  business,  entirely  in- 
dependent of  the  profit  and  loss  results.  It  is  unwise,  because  it  falsifies  the 
conditions  of  the  business,  since  it  shows  no  depreciation  one   year  and  too  large 

an  amount  another  year,  instead  of  showing  a  comparatively  steady  amount  each  year, 
as  is  the  actual  fact. 
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CHAPTER  40. 
MERGERS. 

(1)  DIFFERENCE  BETWEEN  MERGERS  AND  HOLDING  COMPANIES.  When  several  businesses  are 
brought  together  under  one  management,  the  amalgamation  may  "be  made  either  through  the 
agency'  of  a  holding  company,  or  "by  making  a  complete  merger  of  all  the  original  concerns 
into  a  new  company.  When  a  holding  company  is  organized,  it  buys  the  stock  of  the  vari- 
ous companies  that  it  wishes  to  control,  or  at  least  enough  of  the  stock  to  enable  it  to 
control  the  actions  of  each  one.  The  holding  company  itself  may  not  do  any  business  at 
all,  but  may  confine  itself  to  directing  the  business  of  the  various  underlying  compan- 
ies. The  only  source  of  income  to  the  holding  company  is  then  the  dividends  received 
from  the  underlying  companies.  In  the  meantime,  these  underlying  companies  continue 
their  existence  as  separate  corporations.  If  the  fact  that  their  stock  is  held  by  the 
holding  company  has  not  been  made  public,  they  may  even  appear  to  be  independent  concerns, 
carrying  on  an  active  competition  with  the  other  companies  that  are  really  under  the  same 
management.  Sometimes  the  holding  company  is  itself  in  active  business,  and  has  bought 
the  stock  of  the  other  companies  in  order  to  gain  control  of  a  rival  competitor,  or  in 
order  to  possess  itself  of  facilities  for  making  products  which  it  uses  in  its  own  busi- 
ness, but  which  it  cannot  make  itself. 

If  a  true  merger  is  made,  the  merger  company  buys  the  business  of  each  of  the  orig- 
inal companies,  taking  over  the  assets  and  assuming  the  liabilities.  Each  of  the  orig- 
inal companies  is  then  completely  liquidated,  the  amount  received  from  the  merger  com- 
pany being  distributed  among  its  stockholders  as  dividends  in  liquidation  of  the  capital 
stock.  If  the  amount  receivod  is  in  cash,  the  transaction  consists  simply  in  paying  each 
stockholder  his  share  in  proportion  to  the  amount  of  stock  held  by  him.  If  the  amount 
receivod  is  in  the  stock  of  the  merger  company,  that  stock  is  distributed  among  the  stock- 
holders of  the  purchased  company  in  the  same  way.  If  the  amount  of  stock  turned  over  is 
exactly  the  same  as  the  capital  of  the  purchased  company,  each  shareholder  in  the  purchas- 
ed company  would  receive  as  many  shares  of  the  merger  company  stock  as  he  held  in  the 
original  company.  If  the  amount  is  different,  a  proportionate  number  of  shares  of  the 
merger  company  is  given  to  each  stockholder  of  the  original  company. 

The  laws  of  Illinois  and  some  other  states  prohibit  one  company  from  holding  stock 
in  another.  In  those  states  the  holding  company  cannot  exist,  unless  it  obtains  a  char- 
ter from  some  other  3tato.  No  state  prohibits  any  company  from  buying  the  business  of 
another  company  and  making  a  complete  merger. 

(2)  OBJECTS  OP  MERGERS.  The  objects  attained  either  by  the  holding  company  or  the 
merger  of  several  companies  are  principally  economy  of  management  and  the  elimination  of 
competition.  Only  one  set  of  high-salaried  executive  officers  is  needed,  instead  of 
several,  duplication  of  salesmen  in  the  same  territory  is  done  away  with,  and  great  sav- 
ings are  made  in  manufacturing  costs  by  specializing  the  work  of  each  factory  on  those 
articles  of  product  which  it  can  make  to  the  best  advantage.  By  merging  all  the  compan- 
ies making  certain  articles  in  a  given  territory,  competition  may  be  so  completely  kill- 
ed that  the  new  company  may  have  a  virtual  monopoly  in  its  field  of  operations,  as  its 
distant  rivals  will  be  handicapped  by  the  necessity  of  allowing  for  freight  on  the  goods 

(3)  METHODS  OP  PGRMING  MERGERS.  A  merger  is  sometimes  made  by  one  company  buying 
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the  business  of  another.  In  such  a  case,  the -pur  chasing  business  retains  its.  ovm  identic 
ty,  no  change  "being  made  in  it  except  to  increase  its  oapital  or  its  issue  of  bonds,  so  as 
to  provide  the  money  or  the  securities  with  which  to  buy  the  other  company.  In  this  way, 
a  company  may  buy  one  business  after  another,  as  it  ia  able  to  gain  possession  of  each  on 
advantageous  terms. 

The  usual  method  is  to  combine  several  companies  into  an  entirely  new  corporation, 
each  of  the  old  companies  selling  its  business  to  the  new  one.  Such  a  merger  is  often 
made  by  the  owners  of  the  several  companies  themselves.  Each  company  makes  a  statement 
of  its  condition  and  of  its  earning  capacity,  and  after  it  has  been  verified  by  the  oth- 
ers, an  agreement  is  reached  as  to  the  amount  of  stock  and  bonds  the  stockholders  of  each 
old  company  will  receive  from  the  new  company.  Often,  the  merger  is  managed  by  an  out- 
side promoter,  who  organises  a  company  to  take  over  the  others,  making  the  best  bargain 
he  can  with  each  as  to  the  amount  he  is  to  pay  in  stock,  bonds  or  cash.  It  is  necessary 
for  the  promoter  to  be  in  a  position  to  command  cash  capital,  because  some  of  the  large 
holders  of  stock  in  the  underlying  companies  may  wish  to  retire  from  business  and"  may 
not  be  willing  to  take  anything  but  actual  money.  The  promoter's  profit  consists  in  the 
stock  or  bonds  that  he  has  not  been  obliged  to  give  to  the  old  stockholders  or  to  sell 
to  provide  the  necessary  money  to  pay  those  who  wish  to  retire.  This  method  is  very 
objectionable,  as  it  is  almost  certain  to  result  in  over-capitalization  and  an  excessive 
profit  on  the  part  of  the  promoter.  Sometimes  a  promoter  will  be  found  who  will  under- 
take, for  a  comparatively  moderate  fee,  to  make  the  merger  of  several  companies  on  a 
proper  basis. 

(4)  BASIS  OF  A  MERGER.  In  selling  a  business,  there  are  two  elements  to  be  taken 
into  consideration,  the  value  of  the  net  tangible  assets,  that  is,  the  actual  assets  less 
the  liability  to  creditors,  and  the  earning  capacity  of  the  business.  Naturally,  a  com- 
pany making  a  certain  profit  annually  is  more  valuable  than  another  company,  with  the 
same  capital  and  net  assets,  that  makes  a  much  smaller  amount  of  annual  profit.  In  a 
merger  of  two  such  companies,  the  one  making  the  larger  profit  would  demand  some  recogni- 
tion of  this  fact  In  the  shape  of  a  larger  share  of  the  capital  of  the  new  company  than 
would  be  given  to  the  company  making  the  smaller  profit. 

To  meet  this  situation,  it  is  usual  to  make  the  allotment  of  stock  a^d  bonds  to  the 
old  companies,  first  on  the  basis  of  the  actual  net  assets  held  by  each,  and  then  on  the 
basis  of  their  earning  capacity.  If  the  new  company  ia  to  issue  both  preferred  and  com- 
mon stock,  it  is  very  often  arranged  that  the  preferred  stock  shall  be  issued  to  pay  for 
the  net  assets,  after  their  value  has  been  agreed  upon,  and  that  the  common  stock  shall 
be  issued  to  each  of  the  old  companies  in  the  proportion  determined  upon  as  the  value  of 
their  several  earning  capacities.  If  bonds  are  issued  by  the  new  oompany,  they  are  often 
used  to  pay  for  the  net  assets  in  place  of  an  equivalent  amount  of  preferred  stock. 
Some  of  the  bonds  and  of  either  kind  of  stock  usually  the  preferred,  may  be  reserved  to 
be  sold  to  the*general  public  for  the  purpose  of  providing  a  larger  cash  capital  than 
the  ■combined  active  capitals  of  the  old  companies. 

(5)  GOODWILL.  The  value  of  the  earning  capacity  of  a  business  is  called  its  Good- 
will. The  value  of  a  goodwill  may. arise  from  any  one  or  more  of  a  number  of  conditions. 
It  may  be  caused  by  the  possession  of  a  location  favorably  situated  for  its  particular 
trade,  one  that  the  buying  public  have  been  in  the  habit  of  visiting,  and  can -reason- 
ably be  expected  to  continue  to  visit.  It  may  consist  in  the  reputation  which  a  con- 
Copyright,  1912,  Charles  H.  Langer. 
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corn  has  established  for  fair  and  honorable  dealing,  in  which  case  the  name  under  which 
the  business  has  been  carried  on  would  he  a  very  valuable  asset.  It  may  arise  from  the 
possession  of  a  patent,  a  trademark  or  a  copyrighted  name,  giving  the  -business  the  ex- 
clusive right  to  manufacture  and  sell  some  product  whose  excellence  is  generally  recog- 
nized by  the  public.  In  this  case,  the  value  of  the  goodwill  is  really  composed  of  two 
elements,  the  intrinsic  value  of  the  article  itself,  and  the  reputation  acquired  by  it 
through  the  medium  of  extensive  advertising.  Therefore,  the  expense  of  general  adver- 
tising, intended  to  introduce  and  popularize  an  article,  is  part  of  the  cost  of  the  good- 
will pertaining  to  the  right  to  manufacture  and  sell  the  article.  The  value  of  this 
kind  of  goodwill  is  dependent  to  a  very  large  extent  upon  the  character  of  the  article. 
Unless  it  possesses  positive  merit,  the  most  extensive  advertising  will  do  no  more  than 
introduce  it.  Its  continued  sale  must  depend  on  its  intrinsic  excellence,  and  on  the 
keeping  up  of  the  standard  of  excellence  originally  established.  Allied  to  this  kind  of 
goodwill  is  the  possession  0f  a  secret  formula  or  process,  7*iich  is  not  patented,  but 
which  is  known  only  to  two  or  three  persons  at  a  time,  being  handed  down  from  one  to 
another,  often  for  several  generations. 

(6)  VALUATION  OP  GOODWILL.  Whatever  may  be  the  origin  of  the  goodwill,  its  valu- 
ation depends  upon  the  amount  of  the  annual  profits  that  it  represents.  These  profits 
must  be  the  results  of  a  business  that  is  fairly  regular  and  stable,  not  one  that  is 
subject  to  great  variations,  or  that  is  dependent  for  its  success  upon  some  passing 
fashion.  The  conditions  must  be  such  that  there  is  a  reasonable  certainty  that  the^prof-- 
its  will  continue  to  be  made.  The  profits  for  a  series  of  years  must  have  shown  either 
a  gradual  increase,  or  at  least  a  steady  normal  amount.  If  there  is  shown  a  continued 
decrease  for  some  time,  the  probability  is  that  the  decrease  will  continue,  making  the 
goodwill  less  and  less  valuable. 

When  the  profits  have  finally  been  determined,  the  valuation  to  be  placed  on  the 
goodwill  can  be  arrived  at  in  several  ways.  In  the  case  of  a  merger  of  several  compa?- 
nies.  the  plan  to  be  pursued  must  be  agreed  upon  and  must  be  the  same  for  all  the  com- 
panies. One  method  is  to  find  the  average  annual  profit  for  a  series  of  years  and  to 
take  the  sum  of  the  profits  for  an  agreed  number  of  years  as  the  value  of  the  goodwill. 
This  is  called  valuing  the  goodwill  for  a  certain  number  of  years  purchase.  If  the 
average  profit  for  ten  years  has  been  $8,000  per  year  and  the  agreement  is  to  give  three 
years  purchase  for  the  goodwill,  the  average  profit  would  be  multiplied  by  three,  giving 
$24,000  as  the  value  of  the  goodwill. 

Sometimes  the  value  of  the  goodwill  is  found  by  the  process  of  capitalizing  the 
average  profit.  Capitalising  a  profit  or  an  income  consists  in  ascertaining  the  sum 
which,  invested  at  the  agreed  rate  of  interest,  will  produce  an  income  equal  to  the 
average  profit.  To  capitalize  a  profit  of  $8,000  at  12%f   the  8,000  ia  divided  by  the 
deoimal  -.12,  giving  $66,666.67  as  the  capitalized  value  of  the  goodwill.  Often  only 
the  excess  of  the  profit  above  a  given  rate  is  thus  capitalized.  Thus,  if  a  company 
prith  a  capital  of  $100,000  has  made  an  annual  average  profit  of  #18,000  and  it  Is  deter- 
mined to  adopt  12%  as  the  proper  rate,  the  excess  profit  of  $6,000  over  12$  on  the 
capital,  when  divided  by  decimal  -.12  would  give  $50,000  as  the  value  of  the  goodwill. 

(7)BQUALIZING  CONDITIONS.  In  a  merger  of  several  different  concerns  into  one  com- 
pany, it  is  essential  that  all  the  various  conditions  shall  be,  as  far  as  possible, 
equalized.  If  one  of  the  concerns  is  a  partnership  in  which  neither  partner  drew  a 
salary,  while  the  others  are  companies  in  which  the  officers  were  paid  salaries,  the  busi 
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nesa  of  the  partnership  mast  ho  charged  with  commensurate  salaries,  heforo  the  profits 
are  determined,  and  the  salaries  of  the  officers  of  the  companies  must  be  adjusted  so  as 
to  he  in  proportion  to  the  amount  of  business  done  by  each  company.  The  basis  of  de- 
preciation must  be  the  same  in  all  the  concerns,  or  an  adjustment  made  to  cover  any  dif- 
ference. In  the  same  way,  the  fixed  assets  must  be  appraised  on  the  same  basis  of  valu- 
ation in  all  of  them,  and  the  same  method  of  providing  for  losses  on  bad  debts  must  be 
adopted.  Interest  paid  on  borrowed  money  by  any  of  them  should  be  ignored,  since  inter- 
est is  not  part  of  the  operating  expense  of  any  business,  being  rather  a  penalty  paid 
for  the  lack  of  sufficient  active  capital.  If  there  has  been  a  difference  of  custom  in 
regard  to  giving  or  taking  cash  discounts,  allowances  must  be  made  for  the  resulting 
difference  in  final  profits.  In  short,  all  the  conditions  of  each  business  must  be  ad- 
Justed  to  be,  as  far  as  possible,  the  same  as  those  of  all  the  others. 

In  calculating  the  rate  of  profit  made  on  the  capital  of  a  company,  the  existence 
of  bonds  issued  by  the  company  must  be  taken  into  consideration.  If  a  company  has 
issued  bonds,  it  was  for  the  purpose  of  raising  money  with  which  to  carry  on  the  busi- 
ness. Otherwise,  the  company  would  have  been  obliged  to  issue  more  capital  stock. 
Therefore  in  calculating  the  rate  of  profits  made  to  capital  employed,  the  bonds  out- 
standing, must  be  added  to  the  capital  stock  in  order  to  ascertain  the  total  capital  in 
use.  If  the  company  has  been  in  the  habit  of  borrowing  considerable  sums  of  money  with 
constant  regularity,  these  loans  will  have  taken  the  place  of  an  equivalent  amount  of 
capital,  and  the  average  amount  of  such  loans  should  be  added  to  the  total  amount  of 
capital  in  use.  Theae  three  classes  of  capital  are  called  Stock  Capital,  Bond  Capital 
and  Loan  Capital* 

(8)  DISPOSITION  OF  MERGER  STOCK.  The  value  of  the  net  tangible  assets  and  of  the 
goodwill  having  been  determined,  they  are  used  as  the  basis  for  the  issuance  of  the 
stock  of  the  merger  company.  If  there  is  to  be  only  one  class  of  stock,  each  underlying 
company  will  receive  as  many  shares  as  will  represent  the  combined  value  of  the  net 
assets  and  the  capitalized  goodwill.  The  total  stock  thus  issued  will  determine  the 
total  capital  of  the  merger  company.  If,  however,  the  capital  of  the  merger  company  is 
already  fixed  at  a  different  amount,  and  it  ia  all  to  be  iasued  to  the  underlying  con- 
cerns, the  amount  of  stock  reoeived  by  each  for  its  goodwill  will  be  apportioned  on  the 
ratio  of  the  calculated  goodwill.  If  bonds  and  preferred  stock,  or  preferred  stock 
alone,  is  given  for  the  net  tangible  assets,  the  amount  of  the  preferred  stock  is  there- 
by determined,  unless  more  ia  provided  for  to  be  sold  to  add  to  the  active  capital. 
Common  stock  is  then  usually  Issued  for  the  amount  of  the  calculated  goodwill,  divided 
in  the  same  manner  as  already  indicated. 

In  opening  the  accounts  of  the  merger  company  Goodwill  ahould  appear  aa  an  asset 
for  the  amount  which  was  paid  for  it  in  stock.  It  is  the  most  fixed  of  all  assets, 
since  it  cannot  be  sold,  unless  the  business  itself  is  also  disposed  of, 

(9)  FALSE  GOODWILL.  An  entirely  new  business  cannot  have  a  goodwill,  since  good- 
will is  a  thing  of  gradual  growth,  whose  value  has  been  proved  by  its  showing  a  capac- 
ity for  making  profits.  When  an  entirely  new  business  is  started  with  a  capital  in  ex- 
cess of  its  net  worth,  the  excess  ia  often  charged  to  Goodwill. .  This  is  a  wrong  use 
of  the  term,  resorted  to  because  there  does  not  deem  any  other  way  to  dispose  of  the 
excess.  It  is  really  diadonnt  on  atook  and  8hould  be  so  shown  in  the  accounts,  though 
it  would  probably  be  difficult  to  get  .a  board  of  directors  to  agree  to  it.  Although 
an  entirely  new  business  cannot  have  a  goodwill,  an  entirely  new  company  may  have,  for 
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such  a  company  may  have  bought  and  taken  over  an  old  "business  with* a  very '^valuable  good- 
will. 

(10)  GOODWILL  IH  THE  ACCOUIJTS.  Goodwill  cannot  find  expression  in  the  accounts  of 
a  business,  unless  it  is  paid  for  in  one  way  or  another.  When  a  business  is  sold  for 
more  than  its  net  tangible  assets,  the  excess  is  paid  for  the  goodwill,  which  thus  be- 
comes a  legitimate  asset.  If  a  business  develops  a  very  prosperous  and  steady  trade  by 
extensive  general  advertising,  it  is  entirely  proper  to  charge  a  reasonable  portion  of 
the  advertising  expense  to  goodwill.  In  fact,  any  expense  which  has  had  the  effect  of 
introducing  the  business  or  its  product  to  the  permanently  favorable  notice  of  the  pub- 
lic, with  the  result  of  placing  it  on  a  solidly  profitable  basis,  may  be  considered  as 
being  the  cost  of  goodwill,  and  can  be  carried  as  such  on  the  books. 

Whether  goodwill  should  be  left  permanently  on  the  books' as  an  asset,  or  be  gradual- 
ly charged  off  against  profits,  is  a  matter  of  opinion.  Theoretically,  a  business  that 
is  prosperous  usually  has  a  goodwill  that  is  increasing  in  value,  and  therefore,  has  a 
right  to  retain  as  an  asset  the  goodwill  that  it  has  paid  for.  As  it  is  an  intangible 
asset,  not  realisable  except  by  the  sale  of  the  business  itself,  there  is  usually  an 
objection  to  its  presence  on  a  balance  sheet.  The  more  conservative  practice  is  to 
eliminate  it  by  a  gradual  charge  against  Surplus. 

In  closing  the  accounts  of  a  business  which  has  been  sold  and  for  which  an  amount 
has  been  paid  for  goodwill,  the  goodwill  is  treated  as  an  extraordinary  profit.  In  a 
corporation,  it  is  credited  to  3urplus  to  be  divided  among  the  shareholders,  in  propor- 
tion to  the  stock  held  by  each.  In  a  partnership,  it  is  divided  between  the  partners 
in  the  ratio  in  which  other  profits  are  divided. 
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DIARY  OF. EVERTS. 

At  a  meeting  of  tho  Stockholders  of  the  Adam3-Drapor  Company  a  committee  on 
merger  wa3  appointed.  At  a  similar  meeting  of  tho  stockholders  of  the  Johnson  Man- 
ufacturing Company,  a  similar  committee  was  appointed  by  them.  At  a  joint  meeting 
of  the  two  committees,  the  following  plan  for  a  merger  of  the  two  companies  was  fin- 
ally adopted.  Each  committee  reported  back  to  a  meeting  of  the  stockholders  of  its 
respective  company,  hy  whom  the  plan  recommended  by  the  joint  committee  was  accepted, 
and  the  Board  of  Directors  were  instructed  and  authorized  to  carry  out  the  terms  of 
tho  merger. 

The  agreement  for  tho  merger  was  as  follows:  Tho  Adams-Draper  Company's  balance 
sheet  of  December  31,  1906  was  agreed  upon  as  the  basis  of  the  merger  in  respect  to 
the  valuation  of  the  assets  taken  over  and  the  liabilities  assumed,  with  the  follow- 
ing exceptions.  The  Buildings  wore  taken  over  at  a  valuation  of  070,000,  the  Machin- 
ery, Tools  &  Equipment  at  $26,000,  the  Horses  &  V/agons  at  $756,  the  Furniture  &  Fix- 
tures at  y2?5,  the  Patents  at  05,000,  and  the  Inventory  at  $1 06, 613. 13. 

Tho  following  is  the  adjusted  Balance  Sheet  of  the  Johnson  Manufacturing  Company, 
showing  the  assets  taken  over  and  the  liabilities  assumed  at  the  valuations  agreed  on. 


BALANCE  SHEET,  DECEMBER  51,  1906. 


LIABILITIES 


Land 

Buildings 

Machinery,  Tools  &  Equipment 

Horses  &  V/agons 

Furniture  &  Fixtures 

Patents 

Inventories,  Material,  Fin., 

Partly  Fin.  &  Purch.  Goods 

Unexpired  Insurance 

Hote3  Receivable 

Accounts  Receivable 

Cash: 

Fir3t  Hat.  Bank 

Petty  Cash  Fund 


20,000.00 

60,000.00 

23,500.00 

900.00 

400.00 

3,750.00 

51,450.40 

635.50 

0,300.00 

92,402.10 

1,322.45 

150.00 
262,010.45 


Ilotos  Payable 

Accounts  Payable 

Wages  Payable 

Accrued  Taxes 

Res.  for  Doubtful  Accounts 

Capital 

Surplus 


10,000.00 

31,249.05 

1,213.40 

600.00 

1,740.00 

150,000.00 

60,000.00 


2C2,  810.4-5 


It  was  agreed  to  consider  tho  goodwill  of  the  combined  company  as  worth  #200,000, 
to  be  paid  for  in  common  3tock,  of  which  §120,000  was  allotted  to  the  stockholders  of 
the  Adams-Draper  Company,  and  :)G0,000  to  those  of  the  Johnson  Manufacturing  Company. 
It  was  further  agreed  to  issue  |450,000  of  seven  per  cent  Cumulative  Preferred  Stock 
to  pay  for  the  net  assets  of  tho  two  companies,  as  shov.n  by  their  respective  Balance 
Sheets. 

To  carry  out  this  plan,  the  Enterprise  Manufacturing  Company  wa3  organized  as  a 
corporation,  with  a  Capital  Stock  of  $650,000,  divided  into  $450,000  Cumulative  7% 
Preferred  and  $200,000  Common.     The  stock  was  duly  subscribed  for  and  issued  in  ac- 
cordance with  the  agreement  as  stated  above. 


flnTYtml  crtvh       1Q1P       (Thnfloo    H_    Lonoov 


' 


. 


CLOSING  BOOKS  OP  THE  ADAMS-DRAPER  COMPANY. 

The  first  atep  in  closing  the  books  of  the  Adams-Draper  Co.  is  to  transfer  the 
Reserves  for  Depreciation  of  Buildings  and  Machinery,  Tools  &  Equipment  to  their  re- 
spective accounts.  Then  adjust  the  book  value  of' Buildings,  of  Machinery,  Tools  & 
Equipment,  of  Horses  &  Wagons,  of  Furniture  &  Fixtures,  of  Patents,  and  of  Invento- 
ries to  the  values  agreed  upon,  by  a  debit  or  credit  to  Surplus  account.  Make 
journal  entry,  placing  Goodwill  $120,000  on  the  books  by  a  credit  to  Surplus.  ^  Then 
make  journal  and  oashbook  entries  showing  the  transfer  of  the  assets,  including 
Goodwill,  to,  and  the  assumption  of  the  liabilities  by,  the  Enterprise  Manufacturing 
Company.  Then  show  the  payment  by  the  Enterprise  Manufacturing  Company  of  $240,000 
of  the  Preferred  Stock  and  $120,000  of  Common  Stock. '*  The*  Directors  having  declared 
a  dividend  of  §238,000  on  the  common  stock,  make  an  entry,  charging  Surplus  and  credit* 
ing  Dividend  with  that  amount.  Since  the  capital  stock  of  the  Adams-Draper  Company  is 
to  be  all  liquidated,  it  is  necessary  to  reduce  the  Common  Stock  account  to  the  actual 
amount  outstanding  by  charging  it  with  the  amount  of  the  stock  in  the  treasury,*  as 
shown  by  the  Treasury  Stock  account.  '  The  final  entries  would  show  the  distribution 
of  the  Enterprise  Manufacturing  Company  stock  to  the  stockholders  of  the  Adams-Draper 
Company  in  payment  of  their  capital  stock  and  of  the  dividend,  by  charging  Cumulative 
Preferred  Stock  $30,000,  Non-Cumulative  Preferred  Stock  $25,000,  Common  Stock  $67,000 , 
and  Dividend  $118,000  and  crediting  Enterprise  Manufacturing  Company  Preferred  Stock 
account  $240,000.  \  This  pays  for  the  net  tangible  assets,  in  accordance  with  the' 
agreement.  ^  The  balance  of  the  Dividend  account,"  representing  the  goodwill,  is  then 
paid  for  by  a  charge  to  Dividend  account  and  a  credit  to  Enterprise  Manufacturing 
Company  Common  Stock  of  $120,000,  in  accordance  with  the  agreement.' 

Prepare  and  submit  a  Balance  Sheet  of  the  Enterprise  Manufacturing  Company  as  it 
would  appear  after. the  books  were  opened. 


Copyrigrt,  1912,  Charles  H.  Langer 
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ADAMS  -  DRAPER  COMPANY 


PROFIT  AMD  LOSS  STATEMENT 
MAY  1.  1905  TO  DECEMBER  31,  1906. 


Sales; 
Engine  Sales 

Less,  Return  Sales 
Farm  Implement  Sales 
Less,  Return  Sales 
Hardware  Sales 

Lose,  Return  Sales 
Total  net  Sales 


&   Allowances 


&  Allowances 


&  Allowances 


$539,437.05 

6,521.32 

324,052.62 

5.729.43 

92,481.37 

2,463.28 


532,915.71 

318,323.19 

90.018.09 
941,256.99 


Cost  of  Goods  Sold: 
Engines 

Farm  Implements 
Hardware 


(Exhibit  A) 


451,597.04 
230,250.47 
63,342.77     745,190.28 


Gross  Profit  on  sales; 
Engines 

Farm  Implements 
Hardware 
Deduot: 
Selling  Expense; 
Advertising 
Salesmen's  Salaries 
Salesmen's  Traveling  Expenses 
Freight  <fe  Cartage  -  In ,2/3 
Freight  &  Cartage  -  Out 
Stable  Expense  l/2 
Miscellaneous  Selling  Expense 
insuiance  and  Taxes  l/3 
Depreciation,  Horses  &  Wagons  l/2 
Met  Profit  on  Sales 
Deduct 
General  Expense; 
Office  Salaries 
Stationery  &  Printing 
Telephone  &  Telegrams 
Miscellaneous  Office  Expense 
Depreciation,   Furniture  &  Fixtures 
Het  Profit  on  Operations 
Deduct 
Het  interest  Charges  &  Reserve  for  Doubtful  Accounts; 

Disooant  on  Sales  9,239.80 

<      Interest  on  Notes  1,134.10 

Interest  on  Bonds  3,208.33 

Leas,  Discount  on  Purchases 

Reserve  for  Doubtful  Aocounts 

Het  Profit,  May  1,   1905  to  December  31,   1906 


81,316.67 
88,072.72 
26,675.32     196,066.71 


30,969.51 

13,247.50 

9,623.87 

6,078.84 

3,836.23 

732.70 

2,610.78 

2,354.63 

147.81 


17,625.00 

1,486.19 

356.98 

386.32 

56.59 


13,582.23 
8,639.64 
4,942.59 
2,400.00 


69,601.87 
126,464.84 


19,911.08 
106,553.76 


7,342.59 
#  99,211.17 


Copyright.  1912,  Charles  H.  Langer 
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AMISS  -  DRAPER  COMPAEY 


EXHIBIT  A. 


STATEMENT  SHOWIKG  COST  OF  MANUFACTURE  AED  COST  OF  GOODS  SOLD 
HAY  1,   1905  TO  DECEMBER  31,    1906. 


Engines: 


Coat  of  Manufacture: 

Goods  in  pr ooe88.  May  1,  1905 
Raw  Material  Consumed: 
Inventory,  May  1,  1905 
Purchases 

Deduct  inventory,  Dec   31,   1906 
Productive  Labor 
Manufacturing  Expense: 

Hon- Product  Its  Labor 

Freight  &  Cartage  In  l/3 

Repairs   to  Machinery,  Tools  &  Equipment 

Heat,  Light  t  Power 

Shop  Supplies 

Stable  Expense  l/Z 

Miscellaneous  Faotory  Expense 

insurance  &  Taxes  2/3 

Depreciation: 

Buildings  4,858.96 

Machinery, Tools  <fc  Equipment         3,885.55 
Horses  tc  Wagons  1/2  147.82 

Patents  888.00 


4,894.70 

7,487.50 
231,278.50 
238,766.00 
25.828.92  212,937.08 
163,887.15 

59,375.70 

3,039.42 

2,685.90 

11,328.15 

4,843.30 

732.70 

658.20 

4,709.26 


Deduct,  Goods  in  Process,  Dec.    31,  1906 
Cost  of  Manufacture  of  Engines 
Add,  Finished  Goods  Inventory,  May  1, 


1905 


9,780.53  97,152.96 

478,871.89 

16,023.76 

462,848.13 

7,075.50 


Deduct,  Finished  Goods  inventory,  Dec. 31,1906 
Cost  of  Engines  Sold 


469,923.63 
18.526.59 


#451,597.04 


Farm  Implements: 

Inventory,  May  1,   1905 
Purchases 

Deduct,  Inventory,  Dec.   31,  1906 
Cost  of  Farm  Implements  Sold 

Hardwares 


Inventory,  May  1,  1905 
Purchases 

Deduct,   Inventory,  Dec.   31,   1906 
Cost   of  Hardware  Sold 

Total  Cost  of  Goods  Sold 


14,163.30 
250,673.60  264,836.90 
34,586.43 


2,647.65 
74,318.30     76,965.95 
13,625.18 


230,250.47 


63.342.77 

#745,190.28 


Copyright,  1912#  Charles  H.  Langer 
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ADAMS  -  DRAPER  COMPANY 
SURPLUS  ACCOUNT 
MAY  1,   1905  TO  DECEMBER  31,  1906. 

May       1,  1905,  Balance  at  Credit  $  67,743.38 

Deduct: 
May       1,  1905,  Dividend  declared,20$  on  $75,000.00  15,000.00 

"       20,       «      Fire  Loss: 

Buildings  1,282.50 

Raw  Material  1,900.00 

Farm  Implements  3,750.00       6,932.50 

Insurance  Collected: 

Buildings  1,282.50 

Raw  Material  1,800.00 

Farm  Implements  3,600.00       6,682.50 

Net  Loss  250.00 

July     1,  1905,  purchased  of  J. W,  Walters 

80  Shares  of  Stock,  par  value  8,000.00 

6  $150.00  per  share  12,000.00         4,000.00 

Nov.     1,  1905,  Sale  of  Machinery,  book  value  641.25 

Amount  realised  450.00  191.25 

Dec.  31,  1906,  Henry  Smart  defalcation  28,090.00 

Less,  Amount  repaid  3,500.00       24,590.00 

Deo.  31,  1906,  Dividends  declared 

Non-Cumulative  Preferred  Bf3  2,333.33 

Cumulative  Preferred  6£  2,100.00 

fourteen  months  ending 
Dec.  31,  1906 
Common,  14$  on  $ 67 ,000.00  9,380.00        13,815.33       57,844.58 

9,899.30 
Add: 

Deo.  31,  1905,  Net  Proceeds  of  Sale  of  Stock,  par  value 

$13,400.00  donated  to  the  Company  12,060.00 

Deo.   31,  1906,  Net  Profit,  May  1,  1905  to  Dec.   31,  1906  99,211.17     111,271.17 

Dec.  31,  1906,  Balance  at  Credit  $121,170.47 


Copyright,  1912,  Charles  H.  Langer 
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ENTRIES  CL03IHG  OUT  BOOKS  OF  ADAMS-DRAPER  CO. 

DECEMBER  51,  1906. 

Reserve  for  Depreciation,  Buildings  5,866.46 

Buildings  5,866.46 

To  transfer  reserve  to  Buildings  account. 
Reserve  for  Depreciation,  Machinery,  Tools  &  Equipment  4,434.30 

Machinery,  Tools  &  Equipment  4,434.30 

To  transfer  reserve  to  Machy. ,  Tools  &  Equipment  account. 
Surplus  4,022.10 

Buildings  633.54 

Machinery,  Tools  &  Equipment  1,590.70 

Furniture  &  Fixtures  22.11 

Merchandise  Inventories  1,775.75 

To  adjust  book  values  with  merger  valuations. 

Book  Value   Merger  Valuations 
Buildings  70,633.54      70,000.00 

Machy.,  Tools  &  Equipt.       27,590.70      26,000.00 
Furniture  &  Fixtures  297.11        275.00 

Merchandise  Inventory        108,380.38     106,613.13 
Horses  &  Wagons  81.63 

Patents  770.00 

Surplus  851.63 

To  adjust  book  values  with  merger  valuations. 

Book  Value   Merger  Valuations 
Horses  &  Wagons  668.37         750.00 

Patents  4,230.00       5,000.00 

Goodwill  120,000.00 

Surplus  120,000.00 

To  place  on  books  value  of  Goodwill  as  per  merger 
agreement . 
Enterprise  Manufacturing  Co.  5,122.40 

Gash  5,122.40 

Transfer  of  Cash  to  Enterprise  Manufacturing  Company. 
(Cash  entry  made  in  Journal  form  for  convenience.) 
Enterprise  Manufacturing  Co.  475,271.77 

Goodwill  120,000.00 

kand  25,000.00 

Buildings  70,000.00 

Machinery,  Tools  &  Equipment  26,000.00 

Horses  &  Wagons  750.00 

Furniture  &  Fixtures  275.00 

stents  5,000.00 

Merchandise  Inventories  106,613.13 

Unexpired  Insurance  615.25 

Discount  on  Bonds  4,708.34 

Copyright,  1912,  Charles  H.  Langer 
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Notes  Receivable 
Accounts  Receivable 
Advance  to  Salesmen 

Accraed  Accounts  Receivable,  Interost,  Sinking  Fluid  Bonds 
Sinking  Fund,  First  Mortgage  Bonds 
Potty  Cash.  Fund 
Deferred  Charges  to  Operating 
Accrued  Accounts  Receivable 
Transfer  of  assets  to  Enterprise  Manufacturing  Co. 
in  accordance  with  merger  agreement. 


2,500.00 

111,663.80 

300.00 

12.50 

1,500.00 

100.00 

172.50 

61,25 


First  Mortgage  Bondg 
ITotes  Payable 
Accounts  Payable 
Accrued  Accounts  Payable: 
Taxes 

Bond  Interest 
Wages  Payable 
Reserve  for  Doxibtful  Accounts 

Enterprise  Manufacturing  Co. 
Liabilities  assumed  by  Enterprise  Manufacturing  Co 
in  accordance  with  merger  agreement. 
Enterprise  Manufacturing  Co.  Preferred  Stock 
"         "      "  Common  Stoclc 
Enterprise  Manufacturing  Co. 
Stock  received  in  payment  of  net  assets  turned 
over  to  Enterprise  Manufacturing  Company. 

S  Surplus 
Dividend 
Dividend  declared  for  full  amount  of  Surplus. 
Capital  Stock  Common 
Treasury  Stock 
To  close  Treasury  Stock  into  Capital  Stock,  Common. 
Capital  Stock,  Cumulative  Preferred 
"     "    Hon-  "      " 
•'     "    Corarion 
Dividend 

Enterprise  Manufacturing  Co.  Preferred  Stock 
Transfer  of  the  Preferred  Stock  of  Enterprise  Manu- 
facturing Co.  to  the  stockholders  of  Adams-Draper  Co. 

Dividend  , 

Enterprise  Manufacturing  Co.  Common  Stock 
Transfer  of  the  Common  Stock  of  Enterprise  Manufactur- 
ing Co.  to  tho  stockholders  of  the  Adams-Draper  Co. 


50,000.00 
20,000.00 
43,257.65 

2,325.00 

416.67 

1,663.15 

2,731.70 


*;> 


240,000.00 
120,000.00 


238,000.00 


8,000.00 


50,000.00 

25,000.00 

67,000.00 

118,000.00 


120,000.00 


120,394.17 


360,000.00 


'38,000.00 


8,000.00 


240,000.00 


120,000.00 
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